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PREFACE 



"God knows, we need men now I We need men 
whose trust is not in words, in rhetoric, in fine phrases, 
or in noble expressions of sentiment, but men, genu- 
ine, sincere, devoted; men who think not merely of 
what they can get out of their coimtry, but what they 
can give to their country; men who, upon the basis 
of plain, practical, and sensible hard work in the ordi- 
nary affairs of life, carry ever noble idealism and a 
sincere capacity for self-devotion." 

These earnest words were spoken, not as an exhor- 
tation to stimulate military ardor or to arouse patrio- 
tic enthusiasm. They were spoken by Elihu Root, 
one of the greatest statesmen, lawyers and business 
men that this country has produced, at a dinner given 
fv) by the Bar Association of New York to Charles 

Evans Hughes, another great statesman, lawyer and 
business man. They are a plain statement of facts 
applicable to business men in their "plain, practical, 
sensible hard work in the ordinary affairs of life." 
Q, Few men realize how intimately their daily work is 

r. tied up with the business of government ; how in fact 

the influence of government permeates, shapes and 
often controls almost every act of their daily lives* 
This book is intended to set forth briefly and simply 

T 
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vi PREFACE 

the most important of these relations and at times to 
suggest how these relations may he improved. 

The facts are so nmnerous that rigid selection had 
to be made. Even this condensed statement, how- 
ever, will come as a revelation to many business men 
whose eyes have been constantly bent upon the details 
of their daily task. They should hft them to catch 
the vision of the daily opportunity for public service 
in their everyday work, which will promote good bus- 
iness as well as noble patriotism. 

This book will have served a good end if this revela- 
tion of the relations of business and Government, by 
wakening the consciousness of opportunity, shall 
make clear the fact that good business and community 
service are one. 

It is a pleasure as Well as a plain duty to acknowl- 
edge my deep obligation to all those who have assisted 
in the preparation of this volume ; especially to Dr. R. 
D. Fleming, Doctors A. Wellington Taylor and 
Willard C. Fisher, Professors of New York Univer- 
sity, and Mr. Rufus D. Smith, Director of Conmiun- 
ity Service and Research of New York University. 

Jekemiah W. Jenks. 
New York, February, 1917. 
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BUSINESS AND THE GOVERNMENT 

CHAPTER I 

BUSINESS AND THE PUBLIC IN PARTNERSHIP 

1. Business a type of social activity. — "No man 
liveth to himself alone." This is a fact as true in 
business as in wedlock, in a baUroom or in an army. 
A man cannot do business with himself. He must 
deal with others. In Volume I, "Business and the 
Man/' special study has been made of the personal 
characteristics of the individual business man, of the 
way in which he should be molded and should mold 
himself in personahty and character. Thruout the 
Modern Business Course, so far, the viewpoint has 
necessarily been that of the business man as an indi- 
vidual working with and upon other individuals to 
improve his business. In this volume the viewpoint 
is that of the business man looking upon himself as 
a citizen in the state and upon the state as a prom- 
inent, in many respects a dominant, factor in deter- 
mining his activities as citizen and as business man. 

2. Business is the foundation upon which dviliza-^ 
tion is built. — Architecture, music, literature, morals, 
even religion, all have in greater or lesser degree a 
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business basis essential to their development. Wit- 
ness the need of organization and money-getting skiU 
in secretaries and executive heads of all types of phil- 
anthropic and other kinds of social organizations. 
James Russell Lowell in characterizing the value of 
a state as "the amoimt it has contributed to the 
knowledge, the moral energy, the intellectual happi- 
ness and the spiritual hope and consolation of man- 
kind," nevertheless spoke of material success as good, 
as the necessary preliminary to these better things. 
8. The btmness man deals with other individuals. — 
In his daily routine, the business man is in constant 
touch with other individuals. If he is a merchant 
he must note their needs; as a salesman he must 
awaken in them desires for his product's; as a manu- 
facturer he must study the 'tastes of those who are 
to consimie his products. In all his relations, whether 
manufacturer, salesman, employer, or chainnan of a 
board of directors, he must make a study of human 
nature, seeing how he can best meet the wishes, pos- 
sibly overcome the weaknesses, influence the judg- 
ment, mold the wills, of the special members of the 
society with which he deals. No less must he recog- 
nize the fact that as one of the units in society he is 
himself subject to the influence of others upon him- 
self. The wise man with clear vision will recognize 
that he is one of a group subject to the influence 
brought by others to bear upon him, as he attempts 
to bring influence to bear upon others. The whole 
business game is this social action and reaction, an in- 
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tertwining of forces, of wills and of conditions out of 
which grows, thru the likeness of men and the com- 
mmiity of their interests, an orderly business society 
and normal social development. 

4. Business men as members of organized govern- 
ment.— Owing to the normal differences of needs, 
opinions and judgments of the different individuals 
in a ^ commimity, men have necessarily organized 
themselves for the purpose of regulating their social 
activities for the good of the majority. The state is 
all of us organized for the purpose of ruling. "Scien- 
tific Anarchists" who are disposed to rebel against 
the checks put upon individual activities by the force 
of government believe that merely a voluntary organ- 
ization for specific purposes is sufficient to satisfy 
social needs. As men organize literary societies for 
the culture of their members, Sunday schools for the 
moral instruction of the children, scientific associa- 
tions to promote biological or astronomical or geo- 
graphical investigation, so, they believe, the ideal 
state needs no other than voluntary groups to pro- 
mote business, recreation and all other types of social 
activities. But recognizing, as we must, the hamper- 
ing influence which actual governments exert at tunes 
upon the legitimate and even noble aspirations of the 
good, we must likewise recognize the presence of the 
evil doers among us. We must note also the fact 
that even the very good have differing views and that 
the best men are at times driven by their consciences 
into unyielding stubbornness, so that if society is to 



4f BUSINESS AND THE GOVERNMENT 

be orderly, and if the community as a whole is to 
move toward practical accomplishment, force must 
needs at times be employed. There must then be 
this organization for purposes of ruling ; and the busi- 
ness man is constantly coming into contact with the 
organized community either in town, or state, or na- 
tion. 

5. Business melt's acts are affected by the state. — 
The organized community aflFects the business man 
directly in various ways. Sometimes it assists him 
directly, as when the Department of State at Wash- 
ington, thru its consular force, supplies him with the 
names and the standing of prospective purchasers of 
his goods in foreign countries; or when, thru the es- 
tablishment of lighthouses, the government enables 
him to guide his ships safely thru tortuous channels 
or makes known to him the existence of hidden reefs. 

Sometimes the state regulates his ways of doing 
business; as when the Interstate Commerce Comimis- 
sion determines the rate of freight that the railways 
may charge; or when the Public Service Commissions 
of our different states decide upon the accommoda- 
tions that must be furnished by street railway com- 
panies to their patrons; or when the Building and 
Health Departments in our great cities enforce the 
regulations for the erection of buildings. 

Sometimes the state itself appears as the owner and 
manager of certain classes of business, as when the 
United States Post Office Department manages an 
important phase of the transportation business; or 
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when certain cities manufacture and sell to the inhah- 
itants gas or electricity, or provide their citizens with 
their water supply. In all these and in many other 
ways all of us in our organized capacity as ruhng 
power are assisting or controlling or directing or man- 
aging each of us in our unorganized capacity as indi- 
viduals. In the instances cited the state is directly 
affecting the business man in his business life. Like- 
wise thru the police department or health departments, 
it may control his personal acts in other ways and in 
case of need thru the military power — ^necessarily 
placed in the hands of the state — it may take away 
temporarily his personal liberty, compelUng him to 
sacrifice his business for the sake of the community 
or even to yield up his life for the common good. 

6. The business man as citizen affects the state. — 
The business man, however, is not merely passive and 
acted upon by his fellow citizens, he is himself under 
all forms of government, but especially in a republic, 
an active member of the state, and as such he helps 
direct its work. In a country like ours, how active 
he shall be in his work as citizen is largely dependent 
upon his own will. Just criticism has been leveled 
at business men on account of the little attention 
that they have often paid to their privileges and their 
duties as citizens. What moral right in a republic 
has a business man to receive the protection of his 
government, to benefit from its direct assistance to 
him in his business, and then utterly to ignore any 
duty that he has toward his collective fellow citizens. 
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except as he pays taxes under compulsion, or yields 
to a sheriff's summons? The slogan of the^ civic 
reformers "a country has the government that it 
deserves" is largely .true, and possibly the application 
of this maxim applies with greater emphasis to the 
business man than to any other group of citizens. 

Not long ago Mr. W. C. Brown, former president 
of the New York Central and Hudson River Rail- 
road, said that the railroads had made a great mistake 
in not early recognizing that they were in reahty 
public service corporations responsible to the public. 
When the first legislation restrictive of railroad 
actions in the way of regulating their freight rates 
was passed, the railroads fought the bills vigorously 
as trenching upon their private rights. "Had we had 
sense enough to see the truth then and to join with 
the legislators of those days in placing proper safe 
guards around the people's interests," said Mr. 
Brown in substance, "we might practically have writ- 
ten the railway legislation of this country; and the 
laws could have been made not only more acceptable 
to the railways but distinctly more beneficial to the 
public. And yet, with all its faults, the present gov- 
ernmental restrictive policy is distinctly an improve- 
ment upon the former unregulated action of the 
railroads." 

7. The government; the committee or agent of the 
state. — ^Whenever any group of individuals desires to 
take comimon action, it is usual for it to select a few to 
do its active work. Every business corporation, every 
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church, every literary or scientific association, every 
social club, is organized with its board of directors, 
its oflBcers, its chief executive, to put into effect the 
determinations of its members. Likewise the State; 
society as a whole organized for the purpose of ruling, 
has its grand committee to formulate and put into 
effect its will. That committee we call the govern- 
ment. The special subcommittee that formulates its 
rules of action is the legislature — ^to a slight extent, 
the judiciary — ^while the executive puts these regula- 
tions into effect. 

There is no way for the State effectively to express 
its will save thru the government. The individual 
members of the State by public addresses, news- 
papers and books may speak their individual desires 
or express the determination of their individual wills, 
but in their organized capacity they can act only thru 
their government. When Germany builds a battle- 
ship, the determining acts are taken by the Govern- 
ment. When Great Britain makes a loan, a small 
committee of its executives with the approval, given 
usually in most general terms by its Parliament, 
makes the bargains and issues the bonds. When the 
President of the United States in his official capacity 
deals with the Emperor of Japan acting officially, 
the act is that of all of us, citizens of the United 
States, treating with all of the citizens of Japan, even 
tho thousands or even millions of individuals in both 
countries may be protesting not only most bitterly 
in their hearts but vociferously with their tongues. 
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The government, when it comes to State action, 
is no lofty abstraction. It is a few human beings, 
usually men of capacity. But if it be one dominating 
will like Napoleon or the mad Nero, its acts are still 
the acts of the State and all the citizens must share 
the responsibility. 

8. Influence of the personality of government offi- 
cials. — Too often individual citizens speak of the Gov- 
ernment as if it were some far off superior abstract 
being which does not come into direct contact with 
ordinary individuals. Far more practically accurate 
was the feeling of the poor French peasant who 
appeared one day before the entrance of the Chamber 
of Deputies with a basket on his arm, asking to see 
the Government. When the guard, doubting his 
sanity, asked his errand, he replied, "Why, I see in 
the papers that the Government has been doing many 
good things for us poor peasants; he is having roads 
built near our farms ; he has prevented the filling up of 
our rivers so that our boats can carry our vegetables to 
market ; he has sent some gens dfarmes to our village 
to keep robbers from injuring us; he has done so 
many good things for us that I want to thank him 
and have brought him in my basket a goose for a 
present." 

It makes a great difference in the acts for which 
we are all responsible whether a Buchanan or a Lin- 
coln, a Jackson or a Polk, a Roosevelt or a Wilson, 
a Jefferson or a John Adams occupies the Presidential 
chair. Possibly of even greater significance than the 
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personality of the President is it to the ordinary citi- 
zen in the every day affairs of his life, whether the 
local town official is a progressive, liberal-minded man 
or a stingy ignoramus. It is the will of such a one 
that determines the qualifications and the salary of 
the country school teacher. In the one case the char- 
acter and development of his children may be at stake ; 
in the other it may be only an lumoticeable change in 
the form or amount of his taxes. In any event, what- 
ever the grade of the official, he stands for us ; and we 
as business men may determine whether or not he rep- 
resents our wills and our wishes and whether he is a 
man of the type to represent us. The business man 
needs therefore to study his relations with his Govern- 
ment as a practical human study. 

9. Conditions under which the government must 
aet. — Few people who have not taken an active part 
in government or who have not been thrown into 
practical contact with government officials, have a 
clear conception of the conditions under which these 
officials must do their work. This ignorance often 
leads to most unjust criticism. To meet the condi- 
tions suggested by such criticism would require super- 
men, not human beings. 

Every business man knows the value of time. The 
head of any large corporation must count his minutes. 
The time of interviews with subordinates must be 
carefully alloted in proportion to the importance of 
the decisions to be reached ; the time for seeing visitors 
must be restricted. But consider the circumstances 
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of the President of the United States. Most presi- 
dents have felt that it was desirable to see practically 
every visitor who wished to call, altho in many 
cases the only business was to satisfy personal curi- 
osity. Members of the Cabinet or persons not belong- 
ing to the government whose views are required or 
those who have most important dealings with the gov- 
ernment must be given sufficient time, — possibly sev- 
eral interviews. Arrangements must be made for 
such individuals, or for representative delegations 
dealing with important matters, to have time for dis- 
cussion. Those whose requests demand only a deci- 
sion that can be reached after brief conference need 
five minutes, ten minutes, fifteen minutes, and so on 
thruout the range of callers, sometimes reaching 
scores, hundreds, possibly even thousands a day. The 
President's secretaries, learning in advance the people 
and their business must allot this precious time — a 
thoro interview for some, a few minutes conversation 
with another, time for a one or two minute decision 
with a third, and for a throng who have called 
"merely to pay their respects,*' an opportunity to 
walk past in line and in a whirling second to shake the 
President's hand and look into his face. 

Realizing the enormity of the burden of responsi- 
bility when a wrong decision may involve the country 
in war, or the approval of a wrong internal policy 
may change the entire structure of the government 
for good or ill, the business man may see how impera- 
tive it is that the President's work be well organized 
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and that he surround himself with counsellors of the 
most practical, wisest type. 

The President must rely largely upon the members 
of his cabinet, the heads of the bureaus and the chair- 
men of congressional committees for his information 
and for the knowledge of conditions on which his 
decisions are based. He should have men upon whose 
judgment he can rely to take from him aU of the 
burden of making decisions on every matter except 
those of the gravest importance, for he must bear the 
responsibility even tho the decisions are made by 
others. 

Again, when one notes the great mass of corre- 
spondence that must be handled by the President's 
office, or by that of any of the heads of departments, 
it is seen that these higher officials like the heads of 
great business corporations can give attention only 
to the matters of highest import. The gr^at mass of 
the work must be left to subordinates; and even on 
matters requiring action by the highest officials, the 
burden of detail in gathering information and framing 
replies, even when great events are at stake, often 
falls upon subordinates. 

The great mass of citizens do not realize these con- 
ditions. The business man should realize them and 
in consequence should see to it that there is no be- 
grudging higher officials every assistance needed in 
order to lighten their tasks; nor, on the other hand, 
should he spare any effort to see that only those with 

executive qualifications and sound judgment on busi- 
xxrv— 8 
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ness as well as political affairs, occupy the higher po- 
sitions. A clear conception of government if thoroly 
instilled into the minds of the business men of the 
country would sound the kneU of the demagog^s 
hopes and would end his pernicious activities. 

10. Legislatures. — The business community finds 
itself imder restrictions built aroimd it by laws. In 
consequence the methods of law making as well as 
the character of the lawmakers should receive atten- 
tion. There has been much talk of corruption on the 
part of American legislators, tho happily the charges 
are becoming fewer. Doubtless the character of our 
legislators and oiu" legislative methods have greatly 
improved, but these matters are still of the gravest 
significance and om* law makers are rarely experts. 
We would not think of entrusting a banking business 
to one not trained as a banker, nor the erection of a 
great building to one not trained as an architect ; but 
the making of tax laws — a process touching the for; 
times and the welfare of millions, a process more com- 
plicated in its possibilities for good or for evil to a 
community, than the erection of many buildings or 
the failure of dozens of banks, — ^we do entrust to 
men utterly imtrained in the principles of taxation. 

Again, we business men tolerate the framing of 
laws under conditions which render it practically im- 
possible to get the benefit of disinterested, competent 
advice. Corruption in our legislatures has been usu- 
ally in connection with private bills, those affecting 
franchises of public service corporations, or condi- 
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tions of contracts for making public improvements^ 
The recommendations for such legislation in the first 
instance passes thru the hands of large legislative com- 
mittees of thirteen or fifteen members. The man 
whose constituency is likely to be most directly 
affected is given chief consideration in the hearings — 
often carried on in pubhc, quite after the type of 
mass meetings, with an opportunity for **heckling" 
by members of the committee. Such matters are 
handled more wisely elsewhere. In England, for 
example, all private bills are referred first to a small 
conmiittee that sits independently as a court with the 
examination conducted largely in accordance with 
court rules. Due notice must be given in advance 
to all parties whose interest in any way appears, and 
to the public by proper advertisement No member 
of the committee whose constituents directly or indi- 
rectly have any interest in the decision is allowed to 
vote. All matters must be prepared in advance with 
the detailed estimates as to costs — in case of engineer- 
ing work, with proper drawings— and with opportuni- 
ties for trained counsel to be heard on both sides. 
The decision reached by the committee thus by sub- 
stantially judicial processes, with every possible op- 
portimity for undue influence removed, when later 
submitted to the House of Commons or the House of 
Lords for approval, is practically certain of ratifica- 
tion. By processes of this kind corruption has been 
practically stamped out of such legislation in Great 
Britain. 
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With us investigations that have appealed to the 
popular sense of honor and to public sentiment there- 
by aroused have accomplished much the same end as 
regards corruption. But these factors still leave very- 
much, practicaly everything, to be desired from the 
viewpoint of thoro, scientific investigation and deci- 
sion. 

The business man heretofore, if he were to be cer- 
tain of protection of his legitimate interests, or to se- 
cure legislation that would aflFect his interests favor- 
ably, has often been forced to work with legislatures 
by secret methods and by lobbying in ways that 
while legitimate do not appeal to intelligent, fair- 
minded men. The whole matter of legislation in busi- 
ness affairs, in consequence, is felt by many business 
men to be an uncertain, costly procedure from which 
they can expect little in the way of benefit or of cer- 
tain security against harm. 

11. The executive and the judiciary. — The work of 
the executive whether President, or governor, or 
mayor, has usually affected the business man in a 
much less direct way, except so far as these executives 
determine legislation. Beyond that, their influence 
upon business has been largely seen in making im- 
proper appointments, in accepting information which 
might determine the interpretations of legislative 
action, the method of the enforcement of the laws, 
or even in the granting of privileges, the awarding of 
contracts, the doing of business in connection with 
routine work. 
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Perhaps the chief criticism of the higher execu- 
tives has come either from failure to give protection 
to business interests especially those abroad, or the 
failure to make appointments of officials who would 
conduct the government's work, where it affected 
business, by methods that were reasonably economical 
and efficient. In most of these lines especially in con- 
nection with municipal government, there has been 
great improvement of late years, tho much remains 
to be desired. Inasmuch as the chief difficulty in 
many cases has resulted from the effect upon business 
that the decisions of the executives may have, the chief 
remedy is to divorce polities from business and see to 
it that appointments are made thru merit rather than 
as a party reward. And, of course, the business 
men can see to it that the executives get sound in- 
formation on business questions whenever they so de- 
sire. 

In the interpretation of the law by the judges, it 
would, of course, be improper for the business men 
to attempt to influence the opinion of the judges 
except by seeing to it that proper and accurate infor- 
mation is furnished, whenever opportunity offers, 
either in the presentation of cases before the court 
or thru the public press. Judges wish to form their 
opinions acciu^ately upon evidence and to base their 
decisions upon law; but aside from the technical evi- 
dence there is always a mass of information accessible 
to the public, and to the judges as part of the public. 
This more or less imconsciously shapes the opinioii^s 
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of every man — and the judges are likewise thus af- 
fected. 

12. Nature of public opinion. — The opinion of the 
pubhc is usually determining upon the acts of legis- 
lators and of executives, if that opinion is decided 
and clearly expressed. We are all of us largely influ- 
enced, either consciously or unconsciously, by those 
with whom we come in contact. Very many of the 
discussions regarding public opinion overlook the fact 
that the environment of most individuals is distinctly 
limited. Each man nimabers among his friends and 
acquaintances only a few; and his opinions, his judg- 
ment, his course in life are determined chiefly by the 
judgment of those few. Here and there the opinion 
of a teamster may be affected by the word of a dis- 
tinguished lawyer, but only rarely and indirectly. 
The opinion of the teamster is likely to be that of 
other teamsters, those who come under similar influ- 
ences and have similar associations. Likewise, the 
judgment of the housemaid as regards clothing, social 
proprieties, the nature of the service, is the public 
opinion of the housemaid's society, not that of the 
mistress. And when it comes to industrial action 
determined by legislators, the opinions of each mem- 
ber of the great voting groups is likely to be swayed 
in the same way as that of his fellows in his own social 
and business class. 

Political leaders are not mistaken in their methods 
of dealing with different classes of individuals. They 
work upon trade unions thru trade union ofiicials, 
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upon members of certain nationalities, Italian, Ger- 
man, Bohemian, thru influential individuals of those 
nationalities, especially thru those who come into per- 
sonal contact as members of the class that it is desired 
to reach. PvhUc opinion is not one opinion; it is a 
kind of composite picture of various types of opin- 
ion built up from the conversations and influences 
of members of eojch one of the separate social 
groups. 

18. Influence of public opinion on business ques- 
tions. — How influential this public opinion is may 
often be seen in connection with matters affecting the 
business welfare of the community. If prices are ris- 
ing and the cost of living is rapidly increasing, most 
classes in the community are affected and there is 
likely to arise in a short time a demand for investigat- 
ing commissions, for direct action on the part of may- 
ors and governors, for legislative acts to be passed by 
state legislatures or by Congress. In most cases such 
demands are made, as can readily be seen by noting 
the nature of the bills introduced, without any funda- 
mental knowledge of business principles. What 
seems at first hand to be a cause, such as high freight 
rates or profits of middlemen, are taken up, attacked, 
discussed and possibly legislative action taken, even 
tho there has been no wrong or unbusinesslike 
action on the part of any of the parties mentioned, 
and altho the legislative action can have no good 
effect. The action has been a reflection of the unen- 
lightened opinion of untrained groups. It should be 
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always remembered- that ignorance plus ignorance 
does not equal wisdom. 

On the other hand this same public opinion strength- 
ened by a feeling of justice on the part of employers 
of labor often leads to increases in wages, properly 
earned and greatly needed. At times, however, the 
pressure of this public opinion acting thru legisla- 
tures possibly even upon courts brings broadest injus- 
tice. Still again, such opinion often has a decided 
influence upon the outcome of strikes or other dis- 
putes between great classes in the community, the 
general sentiment in the main being probably right, 
altho frequently, in minor matters, mistaken. 

14. The business man's influence on pvhKc opinion. 
— ^Probably ^ine-tenths of the questions that affect 
our social life most intimately have their origin in 
business. All matters of wages, of prices, of freight 
rates, — everything that has to do with our material 
life touches business. The business man, therefore, 
if he is broad-minded, intelligent, conscientious, is 
really the authority that should be consulted. He is 
the man who should make an organized effort to give 
to the public the information which he hhnself pos- 
sesses, and to give it in such a way that it may have 
due influence in shaping public questions. 

It is encoiu-aging to note that the business men 
have been forced to take a more active interest in 
aiding the public to secure accurate judgments. 
Heretofore, in many instances, for fear that they 
would be charged with serving their own personal 



THE PUBLIC PARTNERSHIP 19 

interests, they have hesitated to let the facts be known. 
But the action of many of the raih'oads in printing 
at their own expense in the public press definite state- 
ments of fact and positive conclusions regarding mat- 
ters pending before legislatures, is only to be com- 
mended, as long as they give the facts accurately 
and fully. An active part in public matters by busi- 
ness men will prove to be of the greatest value to 
business itself; and from that viewpoint alone it is 
justified. 

On the other hand, government officials are usually 
desirous of securing accurate information, of making 
right judgments on public matters. They, therefore, 
welcome any information given either directly or 
thru the press, so long as that information is accurate 
and fair. In no other way perhaps can officials be 
better helped than by such direct activities on the 
part of business men. 

We should realize that by far the largest part of 
the time of most men is devoted to business, i.e., to get- 
ting a living and supporting those dependent upon 
them. While we should always keep in the fore- 
ground the development of our higher interests, intel- 
lectual, moral, religious, we should never lose sight 
of the fact that by the great majority of the people 
chief attention must be given to earning a living and 
conducting business affairs. With these facts in 
mind, it seems clear that one of the chief duties, if 
not the chief duty of the business man, aside from 
conducting fairly his own daily work, is to keep him- 
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self informed on all questions that affect vitally the 
public interest thru politics, and to exert his influ- 
ence in politics by all fair means. 

15. Social and ethical questions. — A very consider- 
able part, however, of our influence upon society is 
exerted directly upon the public and not indirectly 
thru the politicians. Strikes are more likely to 
be settled, not by legislation or political action, but 
by both the strikers and their employers feeling that 
the interests of the public must not be forgotten in, 
their private conflicts. Honesty and fair dealing in 
merchandising, while affected by the criminal law, 
is still more affected by the fact that the reputation 
for unfair dealing is hkely to prove unprofitable in 
business. The social condemnation of one's associ- 
ates has far more to do with moral, upright living 
than any acts of the legislature, however severe on 
the one hand or encouraging on the other. We 
should see to it then that on all questions of business 
that are matters of right and wrong the business man 
not only forms for himself a soimd judgment but 
that he gives vigorous expression to that judgment 
thru associations to which he may belong, thru the 
press, thru conversation with his fellows, until, in 
fact, his shaping of public opinion creates and main- 
tains the highest moral and ethical standards. 

REVIEW 

In what departments of business does a man need most an 

intimate knowledge of human nature in order to insure success? 

Think out carefully the number of people of all classes who 



THE PUBLIC PARTNERSHIP SI 

take any part in the producing of a silk necktie^ from the be- 
ginning of the production of the raw silk to its purchase by the 
wearer. 

What are the forces that bring these various groups of pro- 
ducers into such relations that the finished necktie is the re- 
sult? Consider carefully the various places and ways in which 
any government affects the acts of any of these producers. 

Distinguish clearly the meanings of the words: society^ state 
and government. 

Think out all the ways in which you could properly influence 
legislation if you were private secretary to the Governor of the 
State of New York. 

In what ways and how far are judges influenced by public 
opinion ? 

How far and in what ways is it right for a private citizen to 
attempt to influence the opinion of judges? Of the President 
of the United States? 

How far ought members of the legislature to yield their judg^ 
ments regarding action on any public measure to the wishes of 
their constituents ? 

' Can you give any examples of actions in which the ultimate 
benefit of a business man is at variance with the welfare of the 
community or does the business man best serve his own interests 
by the best service to the community? 



CHAPTER II 

TAXATION AND BUSINESS 

1. The ftmds of government. — The work of gov- 
ernment must be carried on by men and women. 
These men and women must be supported. To do 
its business the Government must have buildings, 
apparatus, machinery, transportation, laws. It must 
at times have legal advice. It must employ examin- 
ing physicians; it must engage scientific experts; it 
must supervise costly experiments. For the carry- 
ing on of its work, therefore, the Gk>vernment must 
be provided with fimds. Inasmuch as every citizen 
in the community has a share in the benefits of gov- 
ernment and inasmuch as all governments of neces- 
sity are in a position to enforce their will, it has 
become customary to exact contributions from their 
citizens. In earlier, cruder times these contributions 
took the form of gifts to the rulers, and these gradu- 
ally became mere matters of custom presented only 
when asked for and assuming the form desired by 
the ruler. From this system of enforced gifts have 
gradually grown up the various types and methods 
of taxation. 

2. Share in distribution. — ^A careful student of 
public finance has estimated that the average annual 

22 



TAXATION AND BUSINESS 28 

cost of governmeijit for every man, woman a^d child 
in the United States is not less than forty dollars. 
This is paid in order that law, order and various con- 
veniences may be maintained. Some citizens pay 
more, some, of course, pay a great deal less. 

The annual cost of government in the United 
States is some $4,000,000,000, tho not all this sum 
is raised from taxation. Part is secured bv the sale 
of public lands, licenses, the Post OflBice, conduct of 
public utility corporations and similar activities. 
We need, therefore, to recognize the difference 
between income from taxation and from other en- 
tirely different sources. Among the highly civilized 
nations, taxes are high, but the returns from them 
in the way of protection from fire, care of property, 
prevention from injury to the person and other con- 
veniences of this sort, are correspondingly great. 

It was reported in 1914, by the Interstate Com- 
merce Commission that the railroads in the United 
States which have an annual income of $1,000,000 
or more, paid taxes which averaged fifty-three dollars 
more per mile than in the previous year. Everywhere 
the burdens of government increase with the modern 
demand for greater social service. What the average 
percentage of taxes to business incomes may be, it 
is impossible to estimate accurately, but it is not 
unusual for individuals and some business concerns 
to pay as much as ten per cent of their income for the 
support of government. The California Tax Com- 
mission in 1906 estimated the percentage of taxes to 
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the true value of farm property at 1.14 per cent; 
the percentage of taxes to gross returns at 6.88 per 
cent and the percentage to net returns including the 
farmer's compensation at 9.88 per cent. In contrast, 
the Commission showed that in the manufacturing 
industries of the state the percentage of taxes to net 
product was a httle more than two per cent. High 
as some of these figures seem, they are much less 
than those foimd in other countries. In India, for 
example, in rural districts it used to be common for 
the farmer to be compelled to give one half or even 
more of his net crop (i. e., crop less cost of produc- 
tion) for government use. Sometimes 20 per cent 
of the gross crop was taken as an equivalent. Under 
the British administration the general policy of taking 
about 25 per cent of the net crop as a tax has been 
fairly well established. As we know, imder the pres- 
sure of the European war, some governments are 
taking 50 per cent or more of the profits gained in 
the munitions plants. 

These figures show inequalities of taxation. They 
are cited here primarily to emphasize the point that 
the payment of taxes is an important element in the 
cost of doing business. Taxes constitute one of the 
shares of the product which the state takes from all 
in some way, either by direct levying on the property 
values, thru an income tax or thru an indirect taxa- 
tion of commodities. Everyone pays taxes and when 
one considers that the governments by their methods 
may either stimulate or discourage, or even destroy 
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business and industry, one sees that the importance of 
the tax problem can scarcely be overestimated* 

The absolute necessity of the government securing 
its income; the vital fact that the government aflfects 
for good or ill practically every activity of all citi- 
zens ; and the constructive or destructive influences of 
taxing methods emphasize the gross injustice of tax 
dodging, the duty of paying willingly just taxes, and 
the imperative need of intelhgent study of tax prob- 
lems. The Staters income must he secured. If thru 
cheating I evade paying my share, my neighbor who 
is honest must pay more than his proper part, and 
morally speaking, I might as well pick his pocket. 

3. Nature of taxation. — Professor Bastable in his 
"Public Finance" defines a tax as "a compulsory con- 
tribution of the wealth of a person, or body of per- 
sons, for the service of public powers." While a tax 
may be levied upon property, it always falls upon 
a person who must ultimately pay it. Tho it may 
be levied on land or houses, mines, forests, quarries, 
commodities, franchises or income, in many instances 
payment of the tax falls ultimately on some alto- 
gether different person from the one upon whom or 
upon whose property it was first levied. The power 
of shifting the burden of taxation from the shoulders 
of the tax payer upon others makes it extremely diffi- 
cult in many instances to determine the best form 
of taxation. The law says that taxes must be levied 
in a given way, but if the tax imposes too great hard- 
ships it is certain to be evaded. The impairing of 
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national capital by wrongly placed taxdtion may ulti- 
mately result in the breakdown of national efficiency. 
The real source of the payment of taxes is income. 
The levying of any taxes out of proportion to the 
income of any group is a great error, leading either 
to fraud or to business ruin. 

In many states taxes upon property rim as high 
as two per cent upon its value When, under the 
general property tax, the owner of a bond of which 
the rate of interest is four per cent, must yield one 
half this income in taxation, it is evident that gross 
injustice is done. The income of a widow or child 
taxed to this extent is imduly and wrongfully 
burdened. 

It should always be made clear in justification of 
any tax that the public good secured by the tax over- 
balances the hardships of the individuals who pay it. 
"If taxation requires restriction of the necessary 
expenditures of the citizen and a lowering of his 
standard of living, it is certain that the money had 
best be left in his hands. When aggregate enjoy- 
ment is secured at the expense of the industrial effi- 
ciency of the unit, it needs no argument to show 
that such taxation is unwise." In the first constitu- 
tion of Pennsylvania, adopted in 1776, a clause 
declares that the purpose for which any tax is to 
be raised ought to appear clearly to the legislature 
to be of more service to the community than the 
money would be if not collected as a tax. 

4. Canons of taxation. — Adam Smith, the father 
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of modem political economy, in his "Wealth of 
Nations," written about 1776, laid down rules of tax- 
ation which have been generally accepted. They 
were: 1. Equality. "The subjects of every state 
ought to contribute toward the support of govern- 
ment as nearly as possible in proportion to their 
respective abiUties." 2. ^Ce^tainty. "A tax ought to 
be certain and not arbitrary." 8. Convenience. 
"Every tax ought to be levied at the time and in 
the manner most likely to be convenient for the con- 
tributor to pay it." 4. Economy. "Every tax ought 
to be so contrived as both to take as little and to 
keep out of the pockets of the people as little as 
possible over and above what it brings into the public 
treasury of the state." 

To these established canons others have been added. 
For example, Bastable says, "Taxation should be pro- 
ductive, . . . taxation should be justly distributed 
. . . and a tax system should be elastic." 

5. Incidence of taxes, or who pays taxes? — It has 
already been suggested that the man who first pays 
the tax does not always bear the burden. To secure 
justice in taxation, the government needs to consider 
the person upon whom the ultimate burden falls, the 
man whom Professor Sumner called "the forgotten 
man" because it is not always easy to find him. For 
example, a tax levied upon a building may be shifted 
by the owner upon the landlord, who rents it. He, 
in turn, may shift it upon his tenant and the tenant 
in turn may shift it, if he is a merchant, upon the 
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purchasers of his goods. Changing conditions, of 
course, alter the incidence of taxes. In industries in 
which competition prevails, the tax generally falls 
upon the consumer. If a monopoly exists probably 
the tax falls upon the producer. 

Three conditions may be presented to show how the 
payment of taxes may be made by different groups. 

1. If an industry has reached a certain point in its 
development when the advantages of a large scale 
organization have been secured, the manufacture of 
the product will continue at substantially a constant 
cost as, for example, in many branches of the textile 
industry. The selUng price of textiles is ordinarily 
the cost of production plus a small margin of profit. 
Competition holds the returns at about this point, 
and as long as knowledge of the industry remains at 
its present stage and while there is need of the supply 
that comes from the least successful producer, a tax 
levied on that industry would be added to the cost 
of the goods and made a part of the price. There- 
fore, the consumer would pay the tax in his prices, 
if the demand should fall off, it might well be that, 
to get rid of a temporary oversupply, the tax would 
need to be assumed by the producer thru a lower- 
ing of the price, altho this might result in the 
forcing out of business of the least successful 
producer. 

2. To a large group of conmaodities, especially the 
products of the farm, forest and mine, the so-called 
"law of diminishing returns" applies ; that is, increas- 
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ing supplies of such articles beyond a standard quan- 
tity are possible only under a more than proportion- 
ately increased cost. A land tax under such circum- 
stances becomes part of the cost of the product to the 
man at the margin of cultivation ; that is, the man who 
can just survive economically and carry the burden 
of the tax. It is the cost of production, including 
the tax, by this man which really fixes the market 
price. Those whose land is more productive or who 
for other reasons produce more cheaply will naturally 
make a larger profit as they will sell at the same 
price. If, thru a lessened demand, this marginal 
producer at the greatest cost is called upon to assume 
the tax thru lowering his price, he may be forced 
out of business. The tax might thus fall upon the 
producer who takes his place, and thus again be 
passed on to the consumer. 

3. At the other extreme are the "industries of 
increasing returns" in which an added amount of capi- 
tal will frequently give a more than proportionate 
return in product. These industries, as, for example, 
street railways, electric lighting plants or manufac- 
tiu*e of patented articles, are monopolistic If his 
business is conducted purely for profit, the owner 
will fix the price at the point where he will get great- 
est net returns. An increase in price will weaken the 
demand; a decrease in price will strengthen the 
demand. Experiment will show the point at which 
it is unwise further to lower the price because the 
demand does not increase enough to add to the total 
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profit. If at this point a tax is levied it increases 
the price and reduces the demand. Under these con- 
ditions the monopolists may find it most profitable 
to assimie part or all of the tax so as not to decrease 
too much the demand. 

A monopolist controling the salt supply of a coun- 
try, a necessity, could probably shift the tax upon 
the consumer, since the demand is established and 
substantially constant. The owner of a monopoly of 
a luxury would find it more difficult to shift the tax 
since the increased price would more readily check 
the demand. 

In cases where the price is fixed by custom or by 
convenience in making change, as is a street car fare, 
the monopolists would find it extremely difficult to 
-shift the tax and must therefore bear the burden. 

From these examples it is seen that the strength 
of business groups, fixed largely by social conditions, 
determines the final payment of the taxes. 

6. Forms of taxes. — Taxes are usually classified as 
direct and indirect. The direct tax is paid by the 
person upon whom it is levied. The indirect tax is 
levied on commodities or persons producing commodi- 
ties with the expectation that the owners of commodi- 
ties will be able to shift the burden to someone else. 

The direct form of tax has some advantages. It 
is easier for the tax officials to estimate the revenue 
and to provide for the collection. But, direct taxes 
are generally unpopular, frequently encouraging 
fraud. Indirect taxes are popular, since the burden 
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is concealed. The tax is diffused, affecting a larger 
number of individuals. The indirect taxes, however, 
are often dijfficult to collect ; they often lead to govern- 
ment extravagance in expenditures because the in- 
come is uncertain, and they often lay a heavy burden 
upon industry. The most common direct taxes are 
the general property tax, the income tax, and the in- 
heritance tax. The most typical forms of indirect 
taxes are the tariff, and excise taxes. 

7. General property tax. — In earlier times when 
the chief forms of property were land and personal 
property in the forms of animals, tools, weapons and 
household goods, a general property tax could be lev- 
ied with a reasonable degree of certainty that there 
would not be grave injustice done in the inequality 
of tax burdens. Ability to pay would be measured 
reasonably well by the values of the property thus es- 
timated. Since, however, many forms of wealth have 
become intangible in the forms of stocks and bonds, 
mortgages and other legal claims, it is practically im- 
possible to know the amount of any man's wealth and 
thus to assess it fairly. Moreover, few assessors can 
have any fair judgment of the value of many such 
properties. Practically all tax authorities of the 
present day condemn the general property tax. 

8. Modified forma. — To avoid some of the difficul- 
ties, certain modifications have been introduced; as 
for example, certain amounts are levied upon money 
lending; mortgages are taxed when they are regis- 
tered ; public service corporations are taxed upon their 
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gross earnings; corporations are taxed upon their 
stocks and bonds. Credits and book accounts are 
sometimes exempted from the ordinary personal prop- 
erty tax and a certain fixed amoimt is levied on each 
thousand dollars of credits and book accounts. 

From all these various examples it becomes evident 
that the general property tax has been largely dis- 
credited, and that there is need of a reorganization of 
the taxing system in most of our states. A sugges- 
tion frequently made is that the government exempt 
entirely personal property and that there be a com- 
bination of income tax and an inheritance tax with 
a tax on land or land values for local revenue. 

9. Income tax. — It is generally believed that by 
taxing incomes we can approach a fair degree of 
equaUty in taxation, altho there is usually stren- 
uous objection in this country to the income tax as 
being too inquisitorial. There can be no question 
that the income tax is, for a considerable period after 
its introduction into any country, very difficult to 
administer. Incomes are hard to ascertain. The 
government must rely largely upon the sworn state- 
ments of individuals. It is extremely puzzling to de- 
termine the net income from the gross income. What 
expenses ought to be deducted? Do incomes in kind, 
like those of a farmer, come under the provisions of 
the income tax? 

Usually certain distinctions are made regarding the 
character of the incomes, describing them as salaried 
incomes, profits and dividends. Generally also an ex- 
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emption is made of a minimum income which relieves 
the great majority of the people from the payment of 

the tax. 

During the Civil War, the United States Govern- 
ment levied an income tax of three per cent on all 
incomes over $800. Later, modifications were made 
in the exemption features and a graduated plan was 
devised for larger incomes. This tax was not suc- 
cessful. The present Federal Income Tax author- 
ized under the United State Constitutional Amend- 
ment of July, 1909, allows a deduction of $8,000 and 
an additional deduction of $1,000 for married per- 
sons. All incomes in excess of this exemption are 
subject to an additional tax, the rate of which in- 
creases from one per cent additional to 18 per cent 
for an income of $2,000,000 or more with rates vary- 
ing with the amount of the income. 

Eight of the states of the Union have also certain 
types of income tax. Probably England has the 
most carefully worked out income tax, altho most 
countries of Europe have an income tax in some form. 
In England the tax dates back to 1485. Since 1909 
all ingomes above £160 ($800) pay a tax, tho there 
are certain abatements that give the effect of a pro- 
gressive taxj and the levy is made under the four 
schedules of incomes from rentals, stock and bonds, 
salaries and pensions, and other types of revenue. 
The rates vary from a minimum of 9d. on the pound 
sterling to 1 shilling and 8 pence; some 8% per 
cent to 8 per cent on incomes of $25,000 and upwards. 
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So far as possible the principle of coUeetion at the 
source of revenue is used in collecting the tax. 

10. Inheritance tax. — The inheritance tax, called 
Death Duties in England, is rapidly becoming one 
of the most important forms of taxation. The ad- 
visability of the state taxing inheritances is based 
upon ( 1 ) the fundamental right to curtail or control 
bequests, (2) the possible wisdom of checking the 
growth from generation to generation of large estates 
and (3) the fact that the tax is easy to collect. 

Usually the rate of the inheritance tax increases 
inversely to the nearness of relationship of the heir 
to the deceased. Cousins, for example, pay a higher 
rate than children, who are often exempt. Again, 
the holders of small estates are usually exempt from 
taxation. In many states the exemption is as high 
as $10,000, in New York $5,000 for the near of kin, 
$1,000 for others. The rates of taxation vary. The 
average is between 15 per cent and 20 per cent for 
large inheritances, a smaller percentage for small 
amounts. As a legacy increases in amount, the tax 
usually increases progressively. In New York state 
the rate is one per cent on $5,000, increasing imtil it 
reaches from f oiw to eight per cent on all inheritances 
of $1,000,000 or more. In other states it reaches 25 
per cent or even 80 per cent. So heavy a tax en- 
courages the distribution of a large estate before the 
death of the owner. Moreover, so great a burden en- 
courages owners to fix their legal residence in states 
where the burden is lighter. Many ingenious devices 
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on the principle of the holding company have been 
worked out to avoid such heavy legal exactions. 

11. Justice and taxation. — It is evident that noth- 
ing more than rough justice can be attained in any 
scheme of taxation. On accoimt of the unavoidable 
inequalities of assessment and the fact that incomes 
vary amazingly with different types of property, the 
general property tax ought clearly to be abolished. 
Many questions naturally arise when one attempts to 
furnish a substitute. Ought taxation to be used as 
a means of modifying social conditions ; for example, 
to limit in any way the growth of large fortunes? Is 
ability to pay proportional to the amount of the in- 
come? For instance, imder existing conditions in the 
United States is a man with an income of $100,000 
able to pay more than ten times as much as one with 
$10,000 or a man with $10,000 able to pay more than 
ten times as much as one whose income is $1,000? 
Certainly, the sacrifice of personal comfort is prob- 
ably less, proportionately, as the income increases. 
It is for this reason usually that progressive taxes are 
levied. 

Owing to the indirect system by which our labor- 
ing men are taxed thru their consumption of tobacco 
and spirits under our internal revenue laws and thru 
their use of clothing and ordinary articles of home 
use under the tariff, they are generally exempted from 
the payment of the property and inheritance taxes 
owing to the minimtmi exemptions. 

12. Single taw. — The Single Tax, first made a po- 
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litical issue by Henry George in "Progress and Pov- 
erty," is based upon the assumption that the increase 
in the values of land is due solely to increase of popu- 
lation and progress of civilization, and is a source of 
income unearned by the owner of the property. It 
was proposed, therefore, by Mr. George that the state 
confiscate this unearned increment of value by taxa- 
tion as belonging of natural right to the state. Sin- 
gle taxers have generally assumed that a tax upon 
land value would be sufficient to meet all the expenses 
of government even tho, in many cases, it would not 
need to be confiscatory of the entire amount of the un- 
earned increment. 

The Single Tax is no longer in this country to be 
looked upon as an important political issue so that it 
does not merit a detailed discussion altho the influ- 
ence of Henry George's theories has been marked and 
in certain respects beneficial. They have led to a 



more careful study of the causes of the increase in the 
values of land and to a keener analysis of the entire 
question of unearned increments of value in other 
fields. 

The chief objections to the Single Tax theory are 
ordinarily : 

(1) That the amount received from such a tax 
would vary most unevenly in different localities, not at 
all in proportion to the population and often not at all 
in proportion to the ability to pay taxes. 

( 2 ) That in very many instances the tax would not 
be sufficient to meet the needs of Government. 
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(3) That inasmuch as many other sources of in- 
come besides land have likewise an element of un- 
earned value in them, being brought about largely by 
increase in population and in civilization, the tax lev- 
ied on land values alone would be most unjust. In- 
comes, for example, of many merchants, of lawyers, 
of physicians, of stock brokers, of bankers, are simi- 
larly affected with little or no reference to the question 
of real estate holdings. 

(4) No provision is regularly made for decreases 
in taxation, altho there are very many instances of de- 
crease in land values ; and finally 

(5) The present holders of land in very many in- 
stances have paid full value therefor and have in con- 
sequence paid the penalty of the unearned increment. 
It would be unjust and morally wrong for these land 
holders to be deprived of their property without com- 
pensation whether or not one were to agree with the 
general principle of the unearned increment in land 
values. 

13. Indirect taxation. — The existence of a dupli- 
cate form of government such as is found in America 
in our Federal and state governments makes it ad- 
visable to separate as much as possible our forms of 
taxation. Until late years the Federal government 
used only indirect methods of taxation for raising its 
revenues, the tariff duties and excise duties. There 
have, however, been several instances of other taxes in 
emergencies ; for example, the income tax during the 
Civil War and in 1894. Again, in 1912, under the 
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new Administration, an income tax was taken up as 
a matter of permanent policy. 

The Federal government by the efficiency of its ad- 
ministration has in many ways offset some difficulties 
connected with indirect taxes. The most important 
of these taxes are the customs duties and the excise — 
or internal revenue taxes. The customs duties will be 
discussed at length in the following chapter. 

14. Internal revenue taxes. — ^Besides the tariff, the 
United States has selected a limited number of do- 
mestic articles of luxury or those of minor importance 
as objects of an excise tax. These are chiefly tobacco, 
spirits and fermented liquors. From these the income 
in 1914 was $304,000,000. From the revenue view- 
point these are admirable objects of taxation as is 
shown by the large income, the steadiness of the in- 
come and the ease with which the tax is collected. At 
various times, especially in emergencies, other excise 
taxes have been added as licenses for theatres, moving 
picture houses, stamp taxes upon patent medicines, 
upon legal documents of various kinds and fees re- 
quired from certain types of bankers and brokers. 

15. Ideal system of taxation. — It is not possible to 
fix any ideal system of taxation any more than one can 
plan an ideal form of government. Much is depend- 
ent upon local conditions ; much is dependent upon the 
form of governments; much upon the need for rev- 
enues; much upon the work required of the govern- 
ment. A country so constituted that it must main- 
tain a large army and navy, necessarily must bear a 
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heavier burden of taxation than is otherwise re- 
quired. 

A country possessing a substantial monopoly of ar- 
ticles much needed in other countries may wisely levy 
an export duty. Some of the Federated Malay 
States thus secure a large revenue from an export 
duty on tin, the entire burden of which must be borne 
by foreign consumers, inasmuch as this tin is needed 
to supply the demand. In like manner, no satisfac- 
tory substitute for Manila hemp in the making of 
ropes for the use of ships having been found, an export 
duty on the products of hemp yields an excellent rev- 
enue to the Philippine Islands without imposing any 
burden upon the inhabitants. Such conditions exist 
in only a few countries. 

For oiu* purposes, our internal excise taxes seem to 
have worked admirably. Our tariff taxes, owing 
largely to our political conditions, may be very se- 
verely criticized. They doubtless can be greatly im- 
proved, if a tariff commission can be established, to 
put them gradually upon a scientific basis. An in- 
come tax with all of its drawbacks is still an excellent 
source of revenue. When experience shall have im- 
proved the methods of reckoning and collecting, and 
custom shall have lessened the repugnance to its in- 
quisitorial features, and an adjustment to the burden 
of other taxes shall have been secured, probably by 
lowering somewhat the amount of the exemption, this 
is likely to become a valuable tax. 

16. State taxation. — In our states, the inheritance 
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tax and proper forms of the corporation tax are to be 
recommended. The personal property tax, as it now 
stands, should probably be aboUshed. The land tax 
with proper distinction between land values and im- 
provements on land may well be retained. If more 
revenues are needed than would come from the sources 
named, together with fees and licenses, it is probable 
that there may also be added either a state income tax 
which could be based in part on returns made to the 
Federal government, or a presumptive income tax 
based on rentals and salaries. These in whole or in 
part would provide to advantage and with a reason- 
able degree of justice adequate sources of income. 

17. Public finance. — The government is a perma- 
nent agent for the satisfaction of human wants. It 
has long been agreed that protection of property and 
the person can be better provided thru the medium of 
the government than by the individual. Various other 
wants of the individual can also be satisfied better by 
the government than by the individual thru private 
action. How far any government shall become the 
agent of its citizens in promoting the common welfare 
depends entirely upon the stage of civilization, the 
circumstances of the commimity and the will of the 
people themselves. 

Public finance is the name given to the collecting of 
revenues and their expenditure for public purposes* 
Consequently, taxation is one phase of finance, public 
expenditure the other. The rapid growth of public 
finance ^ is shown by a statement of the amounts 
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expended. In the year 1810, the United States Gov- 
ernmment spent $8,474,000; in 1914, $914,000,000, 
exclusive of debt charges. The expenditures of states 
and cities show similar growths. According to late 
reports, in 1902 the cities in the United States of over 
25,000 inhabitants were spending over $469,000,000; 
in 1912, $900,000,000 of revenue in addition to sums 
borrowed. 

18. Importance of public expenditures. — ^Probably 
from 10 to 15 per cent of the wealth of the United 
States is spent by public agencies for education, road- 
ways, care of defectives, sanitation, military and naval 
programs, and other objects included in modem state 
expenditures. Many projects of great social impor- 
tance are proposed that would increase this expendi- 
ture still more, but the burden upon the citizens who 
themselves often have only small incomes has become 
so great that many proposals for protection from 
disease, from accidents, for better education and for 
proper police protection even, are neglected. Never- 
theless, there is a continued demand for social better- 
ment movements and the storm center of the struggle 
for improvement is public finance. The state has 
first claim upon the wealth of the citizens, a fact par- 
ticularly apparent in times of war, but good sense 
lays down certain restrictions in regard to public ex- 
penditures. It is clear that the collection of taxes 
should be made just as inexpensive and as effective as 
possible and that expenditures should be carefully 
guarded. 
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Professor Adolph Wagner, in his Finanzwissen- 
schaft, says: The ^Howable amount of public ex- 
penditures will vary according to . ( 1 ) the actual ec9- 
nomic value of the state's activitira; (2) the extent to 
which the state promotes the economic welfare of all 
its citizens; (8) the amoimt of the free social income; 
and (4) the amount of the net state receipts that 
come from industries operated by the state. Even 
these principles give no definite rule by which the 
amount of public expenditure may be determined. 
The state should return a rea.1 value for what it ex- 
pends. The economic and political value of the indi- 
vidual citizen should be augmented by the social ex- 
penditures for education, sanitation and protection. 
The social surplus beyond the necessary elemental 
cost of maintaining life in the household that the mem- 
bers receive, should be maintained. The growth of 
civilization is dependent upon this social surplus. If 
the state is absorbing this surplus too rapidly or is 
actually saving the surplus for future economic enter- 
prises, then the public expenditure is too large. 
Careful and constant investigation thru well equipped 
statistical bureaus, manned by highly trained men, 
can alone furnish an adequate solution of public 
finance. 

REVIEW 

How did the practice of taxation arise? 

By what principles ought a government to fix the maximum 
and minimum limits of taxation? 
Enumerate the canons of taxation. 
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Think out as many instances as possible of tax payers who 
are able to shift the burden of their taxes upon others. 

What are the chief defects of the general property tax? 

Why is the inheritance tax easy to collect? 

Does it conform to Adam Smith's third canon of taxation? 

What are the chief objections to the Single Tax? 

Why is it not practicable to frame an ideal system of taxa- 
tion ? 

What is the distinction between direct and indirect taxes and 
what are the merits and disadvantages of each? 

What should be the general relations between taxing systems 
of national; state and local governments? 

How is the growth of public expenditure justifiable? 
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CHAPTER III 

GOVERNMENT, NATURAL RESOURCES AND THE 

FARMER 

1. Land problems common. — Man and society are 
so absolutely dependent upon the products of nature 
for their very existence that the question of control 
and management of these resource's has been vital in 
all stages of himian history, 

Thruout the Middle Ages in France, England and 
Germany imder the feudal system, the right of land 
holding was conditioned by the need of protection 
of the small man from the bandits that plundered 
almost at will. Largely out of such conditions grew 
up the great landed estates in Germany and Great 
Britain and Ireland, which have given to all these 
countries a distinctive type of citizen who has wielded 
a special social and political power. 

2. Private ownership of land. — ^Private property is 
everywhere a matter of the will of the state and is 
usually a forerunner and an accompaniment of a 
developed civilization. In the hunting state there 
may be common ownership of land, but when a man's 
labor is expended on a special piece of land, he wishes 
to control that land, and as the state develops, prop- 

44 
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erty eventually in land also becomes almost imiver- 
sally private instead of commimal. 

8. American land policies. — The great homestead 
act of 1862, still on force with amendments, gave 160 
acres of surveyed agricultural land to adult citizens 
and heads of families upon proof of five years' resi- 
dence and cultivation without charge, with the excep- 
tion of certain fees ranging from $20 to $50, To this 
liberal land policy was due the settling up of the 
Middle West and the development of this hitherto 
unparalleled rich territory. In the development of 
the arid lands that required irrigation or dry cultiva- 
tion, the laws have been modified, but the underlying 
purpose is much the same. 

4. Mineral lands. — ^At first mineral lands were 
reserved from sale and leased for royalties. But later 
they too were almost given away under the agricul- 
tiu'al settlement laws. The priceless iron deposits of 
Minnesota now held by the United States Steel Cor- 
poration were originally sold for a nominal sum. The 
state of Minnesota, from the small tracts given to it 
for educational purposes has already realized a vast 
education fund and will probably net in royalties at 
$.25 per ton not less than $250,000,000 from its iron 
-ore deposits. 

5. Forests. — Timber lands also were first taken up 
under the settlement laws. The wonderful white pine 
forests lying around the Great Lakes passed into 
private ownership at nominal prices and for immediate 
private profit were sacrified wastefuUy to the axe or 
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in many cases were destroyed by fire. Much of this 
land, however, has since become valuable for agricul- 
tiu*al purposes. On the whole, in spite of the great 
wastes of our forests and the placing in private hands 
of priceless mineral deposits, usually held under gov- 
ernment control in other countries, the general policy 
of private ownership of lands and private develop- 
ment, especially of our agricultural resources, was in 
our earUer days the wisest policy. In no other way 
coidd the great resources of the Northwest have been 
so rapidly developed and have thus become the foun- 
dation for a highly advanced apd improving civi- 
lization. 

6. Conservation of natural resources. — The time 
came, however, for a change in our governmental 
policy toward not only agricultural land but toward 
our other great natural resources forest lands ; water, 
especially for irrigation purposes; coal lands; oil and 
gas lands ; phosphate lands and water power sites. 

Mr. L. C. Gary in the Quarterly Journal of Eco- 
nomics (May, 1913), makes an interesting classifica- 
tion of natural resources. 

1. Those which exist in such abundance that there is no 
apparent necessity for economy, either in the present or 
the future ; for instance, water in some localities. 

2. Resources which will probably become scarce in the 
remote future, tho at present they are so abundant as to have 
no market value; for instance, building stone and sand in 
some localities. 

3. Resources scarce even at present : 
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(a) Not exhaustible thru normal use: water powers. 

(b) Necessarily exhausted thru use and non-restorable 
after exhaustion : mineral deposits. 

(c) Necessarily exhaustible thru use but restorable: 
forests, fish. 

(d) Exhaustible in a given locality but restorable 
thru the employment of other resources^ or of 
similar resources in other locations: agricultural 
land. 

The absolute limits of conservation are now apparent. 
Society is confronted by the same choice that accumulation 
imposes on the individual: a choice between present satis- 
faction and future satisfaction. Moreover, conservation 
requires that individuals lessen their consumption today in 
order that other individuals may enjoy the results of the 
abstinence. The ethical field is to be widened to include 
unborn generations. Individuals are not anxious to curtail 
present enjoyment. 

7. National conservation commission. — President 
RoQsevelt in May, 1908, called a conference of gov- 
ernors at the White House, and later appointed two 
important commissions to study conservation of our 
national resources. Since then there has been steady 
progress in the direction of conservancy. 

8. Reclamation service. — In 1902, the Federal Rec- 
lamation Act was passed providing for the construc- 
tion and operation of works for the irrigation of arid 
public lands in the Wfest under the supervision of a 
Burieau of the Department of the Interior. When 
this land is taken up under the Homestead Law by 
actual settlers, they repay the cost, in ten annual in- 
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stalments; the works then becoming the property of 
the settlers. 

9. Government grants land to states. — New states 
have regularly received land for the support of com- 
mon schools, and since 1850 some 60,000,000 acres of 
swamp lands have also been granted to the several 
states to be reclaimed. Even larger tracts have been 
given in aid of canals, turnpikes, levies and other pub- 
lic works, especially railroads. Coal and iron lands 
pass with railroad grants. Mineral lands are reserved 
from all grants. 

10. Public parks. — ^One of the most interesting and 
important uses- that have been made of the public 
lands has been the reservation by the United States 
Government of some vast tracts, usually those con- 
taining some of the noblest and most beautiful moun- 
tain scenery in the country, as public parks, with the 
expectation that the primary use to be made of these 
parks shall be for recreation or out-of-door rest. Most 
of them contain scenic wonders, in some cases archaeo- 
logical ruins, and in many instances also important 
mineral deposits. In 1906, an Act of Congress au- 
thorized the President to reserve by proclamation as 
national monuments such public land as contained his- 
toric land marks and other places of historic and sci- 
entific interest. Under this Act there has been 
brought under the control of the United States such 
natural wonders as the petrified forest of Arizona, the 
Grand Canyon of the Colorado and Mount Olympus 
in Washington. 
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11. Plans for conservation. — The Secretary of the 
Interior, Mr. Franklin K. Lane, has made a very 
careful study of the conservation situation and has 
prepared detailed plans for carrying 'out tiie Gov- 
ernment policy. These plans apply in several ways^ 
the principles of conservation thru leaiSiing. Coal 
lands would be leased by competitive bidding; rail- 
ways might mine, but only for their own use ; reserva- 
tions would be held by the Government for the army 
and navy; small homesteaders would for a time. pay 
no royalties; the Department of the Interior would 
be given large discretion and would be expected to 
make provision against fraud and collusion. The 
water power and irrigation projects contemplate the 
private use thru leasing not only of coal lands but 
also of oil, gas and other such natural products, to- 
gether with the provision for conserving the radium 
bearing soils. It is to be hoped that these measures 
will be promptly put into eflfect and conservatively 
and wisely carried out. With the Government are 
cooperating in these eflForts many of our public spir- 
ited private associations such as the Chamber of 
Commerce of the United States, and there is reason 
to believe that by the concurrent action of business 
men and Government these resoiu'ces will be conserved 
and at the same time properly and wisely used. 

12. Importance of agriculture. — ^Agriculture is and 
always has been the most important single industry in 
the United States, totaling in value of product for 
the year 1914 over $9,878,000,000.00. Under normal 
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conditions a bumper crop or a failure reacts upon all 
kinds of business and for this reason the attitude of 
the Government toward agriculture is vital. 

The encouragement and assistance given to the 
farmers by the state in the last fifty years has been 
one of the best examples of constructive eflForts car- 
ried on by our Government, and- is a concrete illus- 
tration of the almost limitless possibilities that may 
follow intelligent action of the states, systematically 
carried out for the benefit of industry. 

The manner in which state aid has been given to 
agricultiu^ is somewhat complicated, owing to the 
fact that the wt)rk may be carried on jointly by Fed- 
eral, state and local governments, or by any one of 
these separately. 

18. Fields of government activities. — ^For oiu- pur- 
poses we may divide the active participation of the 
Government in the field of agriculture into three 
groups: (first) those dealing with the alienation of 
public domains, that is the granting of land, or the 
bringing together of the farm and farmer; (second) 
that group of activities which has to do with scientific 
production, the introduction of chemistry, physics and 
botany; the experimenting to determine the type of 
plant best adapted to a given locality, or the develop- 
ing of new species of plants, the relation of soil to 
crop production, the establishment of a system of 
education designed to give practical instruction in* 
agiculture ; (third) the efforts made to solve new prob- 
lems arising froixi changing conditions, more particu- 
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larly the social and economic problems which have 
come with the transition from a self sufficing industry 
to a business type of farming. In making these divi- 
sions, it must be kept iii mind that the three types 
of activity may be going on at the same time, and do 
not necessarily represent successive stages. 

Not only has the Government been active in bring- 
ing the land and the farmer together as has been 
shown, but its interest has extended to the cultivation 
of the soil. The former feeble and unorganized ef- 
forts to improve agriculture gave way in 1862 to a 
definite, systematic and wide-spread movement that 
came as a response to the growing demand for better 
agricultural conditions, especially in the older states 
which found themselves in keen competition with the 
new West whose products were seeking the eastern 
market made accessible by the extension of means of 
transportation. 

14'. Department of Agriculture. — In 1862 the De- 
partment of Agriculture was created. Its importance 
and possibilities were quickly recognized and a few 
years later, 1869, it was raised to a cabinet position. 
In the earlier period attention was directed almost 
wholly to production. To increase the quantity and 
quality of farm products was the immediate problem 
to be solved, and various bureaus were created to at- 
tain this end. * 

13. The Bureau of Animal Industry. — The work 
of the Bureau of Animal Industry embraces problems 
of every kind relative to live stock. Many animal 
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diseases such as blackleg, Texas fever and foot and 
mouth disease which had assumed alarming propor- 
tions have been investigated and methods of ciu-e have 
been discovered. In addition to improving the qual- 
ity of animal produces and treating diseases, the di- 
vision has carried on the very important work of meat 
inspection which makes it possible to export dresbed 
meati^ to any part of the world. 

16. Bureau of Plant Industry. — ^For plant produc- 
tion the Bureau of Plant Industry does what the 
Biu-eau of Animal Industry does for animal produc- 
tion. Thru its representatives it has explored the 
world for new plants adapted to climatic and soil 
conditions in the United States. More than 30,000 
kinds of fruits and vegetables have been discovered 
and introduced, most of which can be used as food for 
human or animal consumption. By means of study 
in plant pathology carried on under natural condi- 
tions, scientists have been able to check plant diseases, 
and the result has meant a saving to the producers 
of many millions of dollars. It would seem obvious 
that if one wants good healthy plants, good seed 
should be selected, but it required the aid of the De- 
partment of Agriculture to demonstrate this fact to 
the farmer. Now by careful watching of seed sold 
on the market, great benefit has accrued thru im- 
proved crops. 

17. Colleges under the Morrill Act. — In 1862 the 
passage of the Morrill Act created the Agricultural 
Colleges by providing for an amount of land to be 
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apportioned to each state equal to 80,000 acres for 
each Senator and Representative in Congress under 
the census of 1860. This endowment was further, in- 
creased in 1890 by an annual cash payment of $25,000 
to be applied for instructional purposes. 

18. Agricultural colleges. — While considerable 
attention was given in these colleges to the apphca- 
tion of science to agricultural production, one of the 
most important functions of the college was to give 
practical instruction. In the main the practices of 
farming that prevailed were those inherited from for- 
mer generations, in many cases applied under totally 
diflPerent conditions. To ask why things were done 
after a certain manner did not occur to most farmers. 
Moreover they resented the suggestion of academic 
advisers. The purpose of agricultural education was 
twofold. One was to afford a type of instruction hav- 
ing educational and cultural value, the other was that 
the young men and women should become familiar 
with the basic sciences and understand why certain 
scientific methods of farming were better than the 
old chance ways. The colleges have more than met 
this expectation. By adapting courses to meet the 
needs of the students, by instituting short courses dur- 
ing the winter for those unable to attend for a longer 
period, and by adding the regular college courses 
they have developed a very much higher type of 
farmer, not alone in respect to his methods of tilling 
the soil, but in his general manner of living. 

19. Hatch Act eccperiment stations. — ^As the impor- 
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tance of scientific farming became more apparent, 
greater interest was manifest in extending investiga- 
tions to every branch of this industry, and to meet 
this need the Hatch Act was passed in 1887 which 
established the experiment stations in connection with 
the agricultural colleges. Congress appropriated 
$15,000 annually for each station, which amount was 
later increased to $30,000 by the Adams Act of 1906. 
The object of the experiment stations is given in the 
enabling act as follows : 

That it shall be the object and duty of said experiment 
stations to conduct original researches or verify experi- 
ments on the physiology of plants and animals ; the diseases 
to which they are severally subject, with the remedies for 
the same: the chemical compositions of useful plants at 
their different stages of growth ; the comparative advantages 
of rotative cropping as pursued under the varying series 
of crops; the capacity of new plants or trees for acclima- 
tion; the analysis of soils and water; the chemical composi- 
tion of manures, natural or artificial, with experiments 
designed to test the comparative effects on crops of dif- 
ferent kinds ; the adaptation and value of grasses and forage 
plants; the composition and digestibility of the different 
kinds of food for domestic animals ; the scientific and economic 
questions involved in the production of butter and cheese;, 
and such other researches or experiments bearing directly 
on the agricultural industry of the United States as may 
in each case be deemed advisable, having due regard to the 
varying conditions and needs of the respective states and 
territories. 

With these resoiu-ces it was possible to command 
the best scientifically trained men to carry on the 
experiments and publish their results. Without 
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elaborate equipment and ample means it can not be 
done. Most of the investigations require several 
years to complete. Conditions vary so from year to 
year that, in order to prove the experiment, these 
changes must be controlled. Not even the most com- 
pletely equipped could conduct an investigation on so 
large a scale, and few farmers could have conducted 
the experiments however able financially because of 
lack of training. 

Many of the most important changes in methods 
of farming are the results of investigations carried 
on and demonstrated by the experiment stations. 
Before any real effort could* be made to conserve soil 
fertility, some definite knowledge of how the soil 
worked to produce a crop was necessary; what the 
function of bacteria was; the relation of humus to 
soil fertility; the chemical character of soil whether 
acid or alkaline, and so on. While several fertilizers 
in the form of barn manure had long been used, there 
was no accurate knowledge of the subject and often 
the fertilizer had no relation to the needs of t^he soil 
or of the crops. As a result of this study it has been 
possible to renew soil by the cultivation of plants 
which produce nitrofying bacteria in lar^e quantities 
and by other methods of reclaiming worn-out land. 
The farmer has learned that he cannot always be tak- 
ing fertility away without restoring some in another 
form. 

For several years special attention has been given 
to a study of how to prevent or destroy harmful 



56 BUSINESS AND THE GOVERNMENT 

insects such as the sugar heet louse, wooly aphis, or 
the insects that attack stored grain. Closely allied 
to this is the work on such plant diseases as potato 
scab, cereal rust, wheat smut, apple blotch, and to- 
mato blight ; of determining the reason why threshing 
machines are being blown up by smut explosions and 
the planning of a method of control. In practically 
every difficulty the farmer has expert services immedi- 
ately at hand, and if the problem is too large for local 
forces to handle, he may call upon the larger resoiu-ces 
of the Federal Government. 

20. Farm management. — ^Beginning with the estab- 
lishment of the Department of Agriculture and the 
Land Grant Colleges, the assistance rendered the 
farmer by the Government has been toward increased 
production and improved quality. To this end the 
best science had to offer was furnished almost without 
money and without price. In the changing indus- 
trial conditions agriculture also underwent a ^trans- 
formation. It became a business upon the successful 
management of which depended the well being of 
the farmer. Agriculture required the same careful 
management necessary in other industries, but there 
were no data which could be used. To secure infor- 
mation that would enable the farmer to conduct his 
business as other business men do, the Government 
created the division of Farm Management. So far 
as possible the division has carried on experiments 
covering a period of years to determine the best 
method to follow. It had also tried to secure the de- 
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sired information from successful farmers who typi- 
fied all conditions and combinations of farming. Sur- 
veys have been made covering certain areas, a!nd re- 
sults show how much the farmer has realized on the 
year's operations ; the size of the unit ; the amount of 
live stock and kinds of crops and the general type of 
farming conducted. From these data covering a 
large number of farms conclusions are drawn which 
determine the proper method of farming under given 
conditions. A second and third survey is usually 
made to verify these deductions. As a result it has 
been possible to work out general principles that will 
guide the farmer in determining what kind of farm- 
ing he should engage in, the amount of land necessary 
for the most efficient unit, and also the amount of cap- 
ital required in the form of live stock, machinery 
and equipment. 

21. Institute work — Smith-Lever Bill. — It has 
been the policy of the agricultural colleges to carry 
on institute work. The great possibilities for good 
that might come from carrying the results of the work 
of the colleges and experiment stations to the 
farmers themselves, led in 1914 to the passage of the 
Smith-Lever Bill. Its purpose is to diffuse among 
the people useful information relative to agriculture 
and home econpmics. To finance this cooperative 
extension work Congress set aside $480,000 from 
which a sum of $10,000 is to be paid each state which 
will appropriate an equal amount ; either state, county 
or agricultural college funds to be expended in car- 
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rying on the extension work in that state. This sum 
of $480,000 is . to be increased each year for seven 
years to a total of $4,580,000 yearly appropriation. 

22. Extension teaching. — In planning the work of 
extension teaching, the widest interpretation is given 
the words Agriculture and Home Economics. These 
terms include all problems pertaining to the welfare 
of agriculturalists either in the home or in the field. 
A trained force of teachers selected especially for 
this type of work are conducting lecture and demon- 
stration tours over the states all the time. The 
demands for their visits are still greatly in excess of 
their ability to meet them. The farmers gather in 
great numbers and are eager to learn better methods. 
The housewives are taught better ways of preparing 
food. One lecturer may devote his entire time demon- 
strating a cheap and efficient method of furnishing 
running water in every household, which will greatly 
lessen the burden of the housewife. 

The extension work has expanded to include rural 
engineering, dealing with problems of power on the 
farm, proper sanitary equipment, rural architecture 
applied to houses and barns and to economic and 
social problems, such as marketing, rural credit, rural 
organization and the socializing activities of a rural 
community. 

23. County agents. — Still another method of help- 
ing the farmer in a practical way is thru the county 
agent, who advises the farmer on all methods per- 
taining to the conduct of his business along lines 



GOVERNMENT AND THE FARMER 69 

approved by the best authorities. These agents may 
be college professors or successful farmers. It is not 
an easy task to persuade the average farmer to aban- 
don his inherited method of farming for some book 
theory. Most of the agents have made their way, 
not by insisting; but by patient persistent pressure 
to bring about changes desired. It is the duty of 
the expert to advise on matters of health of stock, 
of the policy to pursue on farm crops, of farm man- 
agement and a mass of details connected with the 
particular types of farm enterprise found in his 
county. He is especially helpful in arranging for 
extension work and in encouraging boys' and girls' 
clubs and school fairs. The gap between the college 
and the farmer is thus bridged by the man who is 
trained in the college and brings that training directly 
to the farmer. He is not content with telling the 
farmer how, but shows him how and helps him imtil 
he masters the art of improved agriculture. 

24. The marketing problem. — ^Within the last few 
years the task of marketing farm products economi- 
cally has become increasingly more diflBcult and is 
now considered one of the most serious questions in 
agriculture. The gains that have been made thru 
improved methods are lost to the farmer because of 
poor and inadequate methods of marketing. With 
the object in view of improving methods, a division 
of marketing was formed within the Department of 
Agriculture in the spring of 1918. 

-The first work undertaken was the establishing of 

XXIV— d 
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standard grades. With the exception of agricul- 
tural products almost every article bought and sold 
— salt, lumber, steel — conforms to some standard. 

Studies have also been made of supply and demand 
for certain products at given points and during the 
shipping season a force of reporters work in the more 
important market centers of the country in an eflFort 
to divert shipments to points of greatest demand. 
Transportation and storage problems have been care- 
fully studied in an effort to avoid seasonal fluctua- 
tions of perishable commodities and to furnish a more 
even supply. The department has carried on experi- 
ments in marketing by parcel post and express in 
an effort to bring producer and consumer closer 
together. It has determined the zones within which 
marketing is profitable, the kinds of produce to 
ship and how to prepare them. Extensive investiga- 
tions have been made in the systems of marketing 
dairy products, live stock, and animal by-products 
for the purpose of suggesting ways and means by 
which they may be improved and the cost reduced. 
Since a large percentage of the expense and waste in 
the distribution of food products occurs in the retail 
markets, the work included also an investigation of all 
commercial methods of distributing and marketing 
food products in the cities. 

One of the greatest services that the state can ren- 
der the agriculturist is in assisting in the solution of 
this complex problem of marketing t\ie food supply. 
It is too big for any grdup of farmers and can be 
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handled successfully only by the largest and most re- 
sourceful agency possible. 

25, Farm capitalization. — Another unportant 
aspect of government aid to the farmer is the question 
of proper capitalization of farming enterprises. For 
the most part, if the farm had produced a living for 
the owner and his family, that was all that was ex- 
pected. Now, since farming is taking its place with 
other forms of scientific production, adequate capi- 
talization must receive attention. Credit facilities 
have existed primarily for commercial enterprises and 
the facilities for making loans were adapted to under- 
takings in which the capital was ordinarily released 
within a comparatively short time. Agricultiu-e, on 
the other hand, requires a long time before capital 
expended may be returned to the industry. For 
example, capital outlay in improvements such as 
drainage, irrigation, fencing, planting orchards and 
the like matures very slowly. Expenditures on live 
stock may require the use of capital for from 
two to ten years. The Department of Agricul- 
ture thru the division of Rural Organizations, made 
a thoro study of credit conditions, including rates 
of interest paid, the length of time the loan was 
required, the need for capital and the most adequate 
method of financing the farmers. As a result of this 
study, and research of the experience of European 
countries, legislation was passed designed, with the 
direct aid of the Government, to make capital avail- 
able to the farmer for a greater length of time and at a 
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lower rate of interest than he had been paying. In 
addition to this legislation the state renders valuable 
assistance to the farmer in advising him how he may 
wisely use credit and, so far as possible, in instructing 
him in the complexities of credit and finance. 

26. Improvement in rural conditions. — ^Not content 
with giving help in business and financial matters, the 
Government has created a division of rural organi- 
zation, the work of which is to crea|:e better social, 
educational and religious conditions in rural com- 
munities. The desire is almost universal among 
farmers to leave the coimtry and move to the towns 
and cities. The main reasons given for abandoning 
the farm are the absence of attractions in the country, 
poor schools, bad roads, hard work for men and 
women. Efforts are now made thru existing agencies 
to enrich the social life of country districts by organiz- 
ing societies which stage plays, arrange debates and in 
general bring about social gatherings designed to 
break down the isolation and distrust so prevalent in 
the country. Labor saving devices are being demon- 
strated for use on the farms. The work of the Gov- 
ernment rural engineers is directed toward the im- 
provement of country roads. Experts are drafting 
systems of education that will meet the needs of the 
agricultural population and the state colleges are 
holding special sessions for coimtry ministers to give 
them some of the gospel of rural economy and to 
make them leaders in the economic, social and religious 
life of their respective' communities. 
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27. Future activities of Government. — Without re- 
serve tl;ie Government has set before itself the eco- 
nomic and social improvement of farming and as re- 
sults are secured from energy and means now ex- 
pended new and larger enterprises will be undertaken, 
for on the whole more efficient farming and more 
economical marketing are quite as important to the 
consumer as to the producer. Much remains yet to 
be done, much to learn from other countries ; but even 
in its present state of development, the Government's 
aid to agricultiu'e is one of its greatest services. 

REVIEW 

Why have land questions thruout all history been important 
politically ? 

In the Middle Ages what were the influences that tended toward 
the concentration of large estates in private hands? 

Why did it become necessary in the United States for- tlie 
Federal Govenuqent to take positive action regarding the con- 
servation of natural resources? 

What steps were taken in that direction by President Roose- 
velt? 

Consider carefully the advantages of our system of National 
Parks. 

To what extent should our natural resources now conserved 
in our forest and land reservations be opened to private indi- 
viduals for exploitation and use? 

Under what conditions should private individuals be permitted 
to make use of these natural resources ? 

Agriculture is frequently spoken of as the most important 
industry. From your study of economics^ what reasons are 
there^ if any^ for considering it more important than manufac- 
turings or transportation^ except the number of persons engaged 
and the investment? 

Outline briefly the work of each of the diff*erent important 
divisions of the Department of Agriculture. 

What are the main provisions of the Morrill Act and in what 
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ways has this Act been conducive to the development of agricul- 
ture and to military training? 

Does the work of the extension teachers and the county agents 
have any effect toward pauperizing the farmers as a special 
class ? 

Outline briefly the main provisions of farm credit institutions. 

What activities of the government have tended toward checking 
the migration of farmers to the city? 

Taking the permanent welfare of the country as a whole into 
consideration^ is the migration from the rural districts to the 
cities to be deplored or commended? 
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CHAPTER JV 

GOVERNMENT PROMOTION OF INDUSTRIES 

1. The tariff and politics. — ^No other topic has been 
more frequently a subject of political controversy in 
the United States than governmental activity in pro- 
moting special industries, especially by means of the 
protective tariff. The fact that the tariff has been 
likewise one of the chief sources of revenue has only 
tended to confuse the issue and at times to embitter 
the controversy. As long as certain classes of the 
population would seem directly to benefit from the 
tariff, others would surely oppose whether wisely or 
unwisely. This experience is, of course, not confined 
to the United States. Wherever the protective tariff 
exists, however firmly fixed in the policy of the coun- 
try, such contests are sure to arise. In free trade 
countries there are always industries wishing protec- 
tion so that the subject is one of perennial and uni- 
versal interest and importance. 

2. Tariff systems. — The single tariff. It will serve 
to clarify the discussion if we note at the beginning 
the three systems commonly recognized, (a) The 
single tariff. Under this system only one schedule 
of duties is imposed, no discriminations being made 
among coimtries. In exceptional cases like China 
there may be only one rate for all articles imported, 
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the country having bound itself by treaty. Before 
China was accustomed to foreign trade she agreed 
with foreign nations to levy a duty of only five per 
cent dd valorem. These were then converted into 
specified duties. Since prices have greatly risen, the 
yield is now only some three per cent. Yet in spite 
of debt and hardship the foreign powers have held 
China to the sum "mentioned in the bond." 

The United States with a great variety of duties, 
many of them at very high rates, nevertheless retained 
the single tariff until the year 1909. 

(b) The general and conventional system. Many 
important countries have made concessions to cer- 
tain others in their commercial treaties. Thru the 
application of a "most favored nation'' clause, lower 
rates than those agreed upon in general schedules are 
given to certain countries. Other countries outside 
this group pay the rates named in the general sched- 
ule. Germany since the year 1891 has applied this 
system. 

(c) The maximimi and minimum system. This 
consists of two schedules like the general and con- 
ventional system. The- maximum tariff corresponds 
to the general tariff, the minimum to the conven- 
tional one. The difference lies mainly in the minimum 
schedule, and the authority by which it is applied. 
The minimum schedule is composed, of a fixed list 
of rates of duty determined by law, not by the treaty- 
making power. In negotiations with other countries 
the executives, in making a cdlnmercial treaty, may 



PROMOTION OF INDUSTRIES 67 

not go below this minimum schedule, but they may 
apply that to countries entitled to "most favored 
nation" treatment. This system was adopted by 
France in 1892 and from 1909 to 1918 with some 
modifications by the United States. 

8. The mercantilists and the theory of protection. — 
The origin of the theory of protection is to be f oimd 
as early as the Sixteenth Ccintury when England and 
the other countries of Europe were each endeavoring 
to secure a favorable balance of trade. This economic 
policy centers aroimd what is known as the mercantile 
theory, under which it was considered that it was 
high? important to possess and keep within the comi- 
try a large amount of precidUs metals; that foreign 
trade was of more value to a country than domes- 
tic trade; that the manufacturing industries were of 
more importance than the extractive ones, and that 
a dense population is an element of strength to a 
country. It was believed further that manufactures 
make possible a dense population, lead to an export 
trade of large value, and oflFer imlimited opportunities 
for business enterprise. In order to further this 
policy, the mercantilists (as statesmen, merchants and 
other believers in this theory were called) considered 
state action in the form of protective duties, boun- 
ties, restrictions or other artificial aid, necessary for. 
the development of manufacture and trade. 

4. Alexander Hamilton's views. — ^Alexander Ham- 
ilton was the originator of the protective tariff system 
in the United States. In no case, perhaps, do we 
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find a better illustration of the political influences 
that enter into an economic question than in this one. 
Hamilton, as we see from his celebrated reports on 
public credit and on a national bank, was too clear 
headed to accept in full th^ doctrine of the mercan- 
tilists as it applied to money. Many of the founders 
of our Government were firm believers in that theory 
in part and it is hkely that Hamilton was so influ- 
enced. In his report on manufactures, presented to 
Congress in 1791, he noted the difficulty that an indus- 
try has in meeting competition from abroad, especially 
if foreign competitors have an advantage in previous 
possession of the ground or aid from their govern- 
ment. In another part of the report, he definitely 
recommended the grant of boimties, free admission 
of raw materials, and general protection to manufac- 
turers within the country. 

In his arguments, however, he had chiefly in mind 
the pohtical policy of strengthening the central gov- 
ernment by bringing to its support the great business 
interests. The main reason, therefore, which led to 
recommendation was probably political. In com- 
mon with Washington, he considered it of the utmost 
importance that the central government be firmly 
established. The debates in the Constitutional Con- 
vention had shown clearly the reluctance of very many 
citizens to yield any of the sovereignty of the separate 
states to the central government. To give the nation 
the standing that they knew to be essential in order 
to secure proper respect abroad and to establish it 
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on a sound foundation for future growth, it was 
desirable to win to its support the intelligent business 
interests of the country • The adoption of the pro- 
tective system would immediately rally to the na- 
tion's support those who would benefit by such a tariflf 
and these would normally include a large proportion 
of the men desired. 

5. Conflicting economic interests. — In later discus- 
sions thruout our history the direct economic interests 
of the various parties likely to be affected by the tariff 
are always seen. With the single exception of the 
slavery question, the tariff more than any other has 
tended to divide the country on sectional lines. The 
southern states until after the Civil War, were prac- 
tically entirely agricultural, producing largely cotton 
for export or for shipment to the North. As there 
was practically no import of cotton and other goods 
that would come into competition with their products, 
they neede^ no protection. Any tariff would tend 
toward increasing prices of the articles they consumed 
without having any effect toward raising the price 
of the goods that 'they produced. Therefore, they 
were free traders. In the North, manufactures were 
rapidly developing, even the manufacture of cotton. 
These manufactured goods were subject to competi- 
tion from Europe and the new industries had to over- 
come both the difficult conditions of building up new 
industries with small capital and of doing this in the 
face of vigorous competition. The North, therefore, 
desired protection. 
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The division is not one -between agriculture and 
manufacture, as is often assumed, but between articles 
not subject to competition and those in c9mpetition. 

Farmers demand protection where they must meet 
competition. The Com Laws in Great Britain were 
not abolished by the will of the farmers, but because 
the great manufacturers in Manchester, Birmingham 
and Leeds got the upper hand. It should be remem- 
bered that Cobden and Bright, with all their patriotic 
eloquence, were cotton manufacturers representing 
manufacturing districts. In Germany the farmers 
have been protected against the competition of Amer- 
ica by protective duties, and the German agitation 
against the importation of pork from America had 
economic protection as well as defense against trich- 
inae as an impelling motive. 

Political principles are often born of economic 
advantage. It is not the intention to question in the 
least the sincerity or the patriotism of those who advo- 
cate measures which tend to their business advantage, 
but human intelligence is limited, the range of most 
men's experience and political vision is narrow ; a man 
naturally sees his own interests more clearly than those 
of his neighbor. It is but natural for him to assume 
that what benefits him will benefit the community 
at large. Usually it is only those without direct 
economic interest in a public question who see that 
question in aU its bearings. Such men are few. It 
is, therefore, desirable that in our legislative bodies, 
members standing for all interests be present so that 
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the opinions represented will be approximately those 
of the entire nation. 

6. Principles of tariff legislation^ — Scores of books 
have been written advocating and opposing the pro- 
tective system, the free trade system, all kinds of 
tariflF systems. No system is all right or all wrong; 
there is a middle course. It will suffice to present 
a few fundamental principles generally accepted by 
the impartial authorities who have no interest in par- 
tisan controversy. 

7. Classification of products. — ^For the considera- 
tion of the tariff it is well to divide the goods produced 
in any country into three classes : (a) Goods produced 
to better advantage in the home country than in any 
foreign country. Such goods, it is evident, need no 
tariff for protection, nor would a duty levied upon 
such goods yield a revenue of importance. Only 
when some foreign territory is so situated that it can- 
not find another market for its goods will they be sent 
into this country, and such cases are very rare. A 
tariff levied on such goods is usually purely political, 
intended to offer protection when none is needed. 

(b) Goods produced in the home country only 
under conditions permanently unprofitable. As yet 
it has not been found practicable to produce com- 
mercially, tea, coffee, cinchona bark or rubber in this 
country. A duty levied on such goods, therefore, 
would have practically no influence toward building 
up an industry. Such a duty, would not be protec- 
tive, but would be a tiuty that would yield a large 
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revenue provided the articles such as those mentioned 
were practically necessities. Goods of this type make 
the hest basis for a revenue tariff. 

(c) Goods adapted to production in this country 
but also produced as cheaply or possibly more cheaply, 
for the present at least, in foreign countries. Import 
duties levied on goods of this type will produce a 
revenue unless the rate is so high as to prevent impor- 
tations entirely, and they will also furnish protection 
to the industries established here, inasmuch as they 
tend strongly to check importations and thereby lessen 
competition. All discussions on the tariff, therefore, 
center upon this third class of industries. Most of the 
leading arguments on both sides have a certain degree 
of validity. The policy to be adopted by any country 
is not simply for or against protection. It is multi- 
form, the validity of the arguments varying with every 
schedule, with almost every article considered. No 
two different articles are produced under exactly the 
same competitive conditions. To attain the ideal sys- 
tem therefore, each article would need a separate 
treatment. As a matter of practical legislation, how- 
ever, only an approximation to the ideal can at the 
best be secured and schedules roust be constructed, 
therefore, for great groups of articles more or less 
similarly situated. 

8. Infant indtbstries. — In the early days of manu- 
facture in this country a favorite argument was that 
infant industries should be protected. In the begin- 
ning of an industry there are large expenses of seciu*- 
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ing capital, the training of the labor force, the secur- 1 
ing of a market, the building up of good-will and 
other like difficulties. Men argued that an industry 
should receive support by checking foreign competi- 
tion for a time, and that when the infant grew up 
the protective hand might be removed. The oppo- 
nents, of course, called attention to the fact that the 
protected industries were never ready to surrender 
the tariflF. 

How high should such a tariff be ? How long should 
it be continued? In_what way should it be removed? 
Clearly the same rate would not apply in all indus- 
tries. The rate should be high enough to overcome 
the advantages of the foreign competitor or the prin- 
ciple of protection would not apply. But a tariff 
high enough to divert capital from investment in old 
established industries into one new arid untried must 
insure profits from the beginning. Under these cir- 
cimistances it is certain that some establishments will 
be built in. the most advantageous places where the 
profits are high. Others will be set up where con- 
ditions are less favorable and sometimes they will have 
less skilled management. In these circumstances even 
after the difficulties of the beginning have been over- 
come there will still be establishments with little or 
no profit, even tho those best situated are reaping high 
profits. The demand for the lowering of the tariff, 
therefore, is bound to be vigorously opposed and the 
cry that its removal will close factories, throw men 
out of emplojmient, cause suffering, is perfectly true. 
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Herein lies the diflBculty under our system of legis- 
lation. Doubtless the difficulties of establishing a new 
industry are such that a country might well pay 
higher prices for a time to secure later the benefit of 
a sustaining industry that would need no further help. 
But, with our system of passing tariff laws, such a 
result is extremely difficult of attainment. 

9. Who bears the burc^en of the tariff? — Some 
extremists have asserted that the tariff is a tax which 
the consumer pays. This is true for goods not pro- 
duced in this country, tlje tariff tax is added to the 
regular price of the goods. It is generally not true 
to the full extent in other cases. Extremists on the 
other side assert that the tariff is a premium paid by 
the foreign producer for the privilege of selling in 
this country. This has been true in certain cases 
where the foreigner needed to enter this market, 
either to dispose of a surplus stock or to avail himself 
of the one possible market. Some years ago, for 
instance, the producer of wheat in Manitoba before 
the Canadian railways were built, had to market his 
crop in this country. The market price was fixed 
within our country by local conditions and the price 
at the border was less than that in this coimtry by 
the amount of the tax. Wheat with the tariff at 
$.25 a bushel would sell at $.25 less on the Manitoba 
side of the boundary than in Minnesota. The for- 
eigner thus paid the duty. 

Certain other classes of goods, such as woolens, are 
manufactured here in part ; in part they are imported. 
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In these eases the foreign producer in order to force 
his way into our market against our competition, 
has usually to lower his price somewhat, altho gen- 
erally not to the full amount of the tariff. The bur- 
den is thus borne in part by him, in part by the 
American consimier. How the burden shall be 
divided depends upoii the relative demand and supply. 
If, for any reason, our supply is short so that prices 
go up and we must have the goods to meet our needs, 
the American consumer will pay most if not all the 
tax. If, on the other hand, our market is fairly well 
supplied by the home producer and the foreign pro- 
ducer has a surplus, he must cut his prices in order 
to get into our markets. He will then be carrying 
most or all of the duty. The changing conditions of 
the market shift the biu'den, but it is fair to say that 
speaking generally the consumer bears a considerable 
part of it. 

10. How far should a country he self -sufficient? — 
Many argue, however, that even tho the tariff be 
a *burden upon the consumer, it is wise to bear it 
in the case of many products, in order that the 
country may be self-sufficient, especially in time of 
war. This was one of the arguments given thirty 
years ago in Germany for maintaining the duties on 
grain as well as for building up many diversified in- 
dustries. This is an argument advanced now in this 
country for Government ship-building yards, muni- 
tions plants, establishments for the building of armor 
plate, powder mills and of numerous other plants to 
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supply our wants in time of need. The argument is 
emphatic in these days. 

11. Education and diversification. — Other indus- 
tries are supposed to h^ve in themselves a cultural 
or educational value aside from advantage in times 
of conflict. It is, however, always a question whether 
a country gains more by excluding foreign competi- 
tion and attempting to supply itself or by getting 
the benefit of foreign training thru the removing of 
obstacles to the influx of foreign ideas by the impor- 
tation of foreign products. 

Our artists and lovers of art sn^ile disdainfully at 
a tariflp on pictures, and our highest protectionists 
have not ventured to limit the importation of ancient 
or medieval art. But even those who would admit 

> 

free art and artists, including operatic stars, (for 
they are exempt from the provisions of our contract 
labor law) would often not argue for the free admis- 
sion even of the most artistic modem fmiiiture or 
indeed of any series of such products. They fail to 
see that the manufacture of such products would give 
to the country a wide diversiflcation of industries in 
the employment of which our citizens would become 
skilled workmen in many lines. Skilled artisanship 
tends to stimulate invention a^id to produce competent 
and adaptable workmen whose services will fill A genu- 
ine need and increase many times, perhaps, the produc- 
tivity of their labor. Diversified industries not only 
satisfy a wider, range of human needs, but by fur- 
nishing an opportunity of emplojnnent to all kinds 
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of talents doubtless increase the productivity far be- 
yond what is possible among people practically all of 
whom are engaged in like lines of activity. 

12. Diversion of capital into less profitable indus- 
tries. — If a protective tariff is really needed for any 
industry in order to enable the producers to secure 
higher prices than would be possible in competition 
with forei^ goods, capital is drawn from industries 
normally yielding high profits into one's making lower 
profits before the duty is levied. Provided, however, 
that the industry is well chosen as one adapted to the 
country but having to overcome the difiiculties of 
starting production, and provided further, that the 
tariff is scientifically levied and in due time removed, 
it is probable that a new industry will be established 
that raises the total productivity of the country. 

18. Effect of a tariff on wages. — The wages that 
can be paid in any industry are directly dependent 
on the economic productivity of that industry. If 
it is rim with low profits, wages must be relatively 
low in costs however high in money rates. If the 
gains are high, wages may well be raised. In ac- 
cordance with the principles of a protective tariff, 
it is clear that as long as a protective tariff is really 
needed to prevent an industry from failure, that 
industry is not raising the total economic product of 
the country. That is not saying that the protective 
tariff may not be justified. The industry may be 
new and this condition merely temporary. The indus- 
try may be one needed for the country's defense, or 
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for its education, or other good reasons may be found 
for its maintenance. But, if the tariflP is needed for 
the industry's maintenance, it does not for the time 
being increase the coimtry's total economic product. 

Again, an increase in the price of one product, 
such as will be caused temporarily at least by a pro- 
tective tariff, increases the cost of living of all per- 
sons in the community who consume that product. 
Taking industry as a whole and wage earners as a 
whole, it is not possible for the reason just given 
that a protective tariff can raise the general level of 
real wages (that is, the goods purchased with the 
money wages ) so long as the tariff is needed to main- 
tain the industry. It is true that a tariff may enable 
the economic product of any one industry to be 
decidedly increased and the money wages or even the 
real wages in that industry may be increased, but the 
general level of all real wages, it is evident, cannot 
be thus increased. 

The chief causes for high wages in the United 
States have been: 

(a) The influence of our free land for agricultural 
development. The large profits derived from agri- 
culture set a standard for wages in other industries. 

(b) In certain industries American labor is excep- 
tionally efficient, especially on account of the intelli- 
gent use of machinery and the standardization of the 
products. High wages do not necessarily mean high 
cost of production ; frequently the opposite. We can, 
therefore, compete against European labor in many 
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instances in the production and exportation not only 
of grain and mea^ but also of agricultural imple- 
ments, boots and shoes, typewriters and sewing ma- 
chines. The determining factor in American high 
wages is not the tariff, but free land and high pro- 
ductivity of labor. Nevertheless, the tariff is the rea- 
son for high wages in probably thousands of separate 
establishments, and it might well be that a sudden 
change in the tariflf would throw thousands out of 
employment and bring about wide-spread disas- 
ter. 

14. Home market. — The home market theory of 
protection has been handed down since the days of 
Hamilton, Madison and Monroe. One argument of 
Hamilton's was to the effect that the surplus products 
of American farmers should be absorbed thru the 
creation of a home market. 

In its modem guise this argument holds that by 
checking importys a home market is created since 
things previously imported must now be made at home 
to supply the demand. The argument, as in the early 
days, makes a special appeal to the farmers and 
attempts to show them that thru the establishment of 
manufactures comes a great demand for agricultural 
products. 

It is true that the checking of imports creates a 
home market. But the market created is not an addi- 
tional market. It is a different one. With the crea- 
tion of the home market comes the dwindling of the 
foreign market since exports are always paid for 
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with imports. Home exchange is thus made to take 
the place of foreign exchange, with a presimaable sav- 
ing of freight and quite possibly of labor. There 
may, however, be a net gain. Whether there is a net 
gain will depend upon relative prices and relative 
productivity of labor. 

15. Do protective duties cause slackening of indus- 
trial ^ogress? — ^Again, from the standpoint of prog- 
ress made in industry many claim that protection thru 
the removal of competition tends to make industry 
stand still ; that it removes the spin* of incentive; that 
equipment which would be scrapped and methods 
which would be abandoned under the competitive 
methods of free trade are kept under a policy of pro- 
tection. Such a contention overlooks domestic com- 
petition which is usually strong, unless there is a 
monopolistic combination. Then it may be right. In 
order that a country may keep in the front ranks of 
industry it must improve constantly i;ts equipment and 
eliminate all methods of carrying on business which 
are not the equal of those used in other industrial 
countries. But this principle is followed by the best 
producers at any rate, regardless of competition, either 
domestic or foreign, when it is clearly shown that 
costs of production can be lowered. 

16. Foreign trade a small part of total trade. — In 
any consideration of the tariff it must be remembered 
that the foreign trade of any country forms a com- 
paratively small part of its whole trade. Since the 
Civil War the total foreign trade is said to be less 



PROMOTION OF INDUSTRIES 81 

than one-fifth pf the business transacted in the United 
States in 1915. The domestic trade of this country 
caters to the wants of more than one hundred mil- 
lions of people, so that the trade between our several 
states constitutes the greatest free trade area in the 
world. The value of our railway receipts mounts 
up y/early into himdreds of millions of dollars and all 
but a very small amount comes from the transporting 
of domestic commodities. 

17. Tarifs exert small influence on industry. — 
Moreover, the utmost eflFect which tariffs can exert 
is but relatively small. The English economist Nich- 
olson says: "Protective duties and bounties at the 
best can only direct the employment of a compara- 
tively small amount of the labor and capital of a 
coimtry; the greater part will be employed according 
to the natural and acquired advantages of the coimtry 
relative to those of other countries." 

These imcertainties make our tariff system very 
unreliable as a source of income and make it advisable 
that we have some tax that can readily be varied in 
order to act as a balance wheel. This is necessary in 
order to adjust our revenue to oim' necessary expendi- 
tures so as to balance oiu* budget from year to year. 
The income tax has been the English balance wheel, as 
a shght increase or decrease in the rate can enable the 
Chancellor of the Exchequer to increase or decrease 
his income by very exact amoimts to meet his needs. 
Our internal revenue tax might have been so used, but 
we may perhaps now use to this end our Income and 
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Inheritance taxes, tho the latter might better be left 
to the states. 

18. Chief objection to tariff. — ^The chief objection 
perhaps to our tariff system is not so much the burden 
on the tax payer as the effect upon our industrial de- 
velopment at times of the imscientific. levying of the 
tariff under political pressure and the log-rolling sys- 
tem that under the circumstances are almost unavoid- 
able. The establishment of a tariff commission, advo- 
cated by the leaders of both political parties for a 
niunber of years, ought to go far to remedy this evil 
by furnishing much more nearly accurate knowledge 
regarding conditions of production and demand, both 
in this country and abroad, than it is possible for con- 
gressional committees to secure in the short period in 
which they must complete their work. 

19. Machinery of tariffs. — The collection of duties 
on commodities entering the United States is in- 
trusted to the customs service. For this purpose the 
country is divided into a large number of customs 
districts, in each of which there is at least one port 
of entry where are stationed the collector of customs, 
appraisers, surveyors, inspectors, special agents and 
in some cases a naval officer. Other ports of entry 
are designated if the needs of business make it neces-, 
sary. 

New York is the largest port of- entry ; over two- 
thirds of our foreign commerce comes thru this port 
alone, at which the customs service employs more than 
five thousand men. 
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- Goods imported are examined and appraised at the 
custom-house, the public stores or appraisers' ware- 
house. In cases of dispute arrangements are made 
for proper appeals to see that exact justice is done. 

20. Goods under bond. — In case the importer does 
not care to withdraw his goods at once he may de- 
posit them imder bond in a warehouse for any time 
up to three years, and defer the pajTnent of duties 
until the withdrawal. 

If the importer wishes to put his goods in a manu- 
facturing warehouse he is permitted under bond to do 
so. There he can manufacture articles made from 
imported materials subject to revenue tax. The 
goods manufactured, however, must be re-exported. 
This system corresponds to the *'free port" system of 
some European seaports and has proved to be a great 
stimulus to our export trade. 

A drawback is a refund of the whole or part of the 
duty paid on importation in cases where the merchan- 
disc is subsequently re-exported within three years in 
the original package of importation. 

21. Kinds of duties, (a) Ad valorem duties. — 
In the collection of duties three methods may be fol- 
lowed. Duties may be levied at a named percentage 
of the value of the goods imported. These are known 
as ad valorem duties. 

This system, to operate successfully, requires col- 
lectors of tested honesty and efficiency and importers 
of high integrity, for there are many instances of at- 
tempted imdervaluation, and just valuation requires 
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a large and highly trained body of men, as inspectors- 
and appraisers, who keep constantly informed regard- 
ing foreign markets and importers, both by study 
and by the use of skilled detectives. 

(b) Specific duties.— Speci&c duties are used much 
in Europe, little in the United States, except in com- 
bination with the ad valorem duty. 

Specific duties are based on units of measurement, 
number, or weight— a certain amount in doUars or 
cents per yard or gross or poimd, and so on. The 
tariff under this system must be framed with greater 
care for detail than under the other, but once framed 
is of course easier to enforce by collection officials. 

(c) Compound duties. — The third system of duties, 
which was much in use in the United Stales imtil the 
passage of the Underwood Tariff Act in 1M8, is the 
compound duty which consists of the specific duty to 
which is added a supplementary ad valorem duty. 

This method endeavors to secure in combination the 
advantages of both systems and possibly may disguise 
the amount of protection given in the duty. This 
form of duty adds to its collection the difficulties of 
both systems, and thus both the making and the work- 
ing of the tariff schedules become more cumbersome 
and costly than under either of the other systems. 

22. Bounties.— A bounty has been defined as a pre- 
mium paid by a government to encourage some branch 
of production or industry. Such a policy is often 
considered impolitic but is sometimes justified as a 
measure of state. 
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The best known example of bounty granted by the 
United States in recent years was the sugar bounty 
established under the McKinley TariflF Act of 1890, 

The question of subsidies to shipping might well be 
considered in this connection, but this will be found 
fully treated in the Modem Business Text on "For- 
eign Trade and Shipping." 

28. History of the tariff. — ^A thoro discussion of 
the tariff problems in any developed coimtry should 
include a detailed statistical history of the effects of 
various schedules. The question is so complicated 
that it is impossible to predict with certainty what the 
result of any rate will be. Experience, however, may 
serve as a guide, and such experience should, of coiu-se, 
always be sought by legislators and students of the 
problem. 

24. Effect of the European war. — The abnormal 
conditions created in this country by the European 
war have served to stir afresh certain phases of our 
tariff controversies. The revenues have been ab- 
normally small. The opponents of the tariff, there- 
fore, claim that the tariff has been unwisely levied. 
The warring nations hAve been taking counsel with 
one another with reference to the protection of their 
common interests after the war has ended. Presum- 
ably, favors will be granted by each group of allies to 
its own members as compared with outside countries. 
How shall we meet such new difficulties if they arise ? 

25. Dumping. — In many lines of industry it is 
probable that foreign governments have accimiulated 



y 



86 BUSINESS AND THE GOVERNMENT 

large stocks. Will they attempt to break down cer- 
tain of our new industries and to regain their lost 
markets by "dumping" upon this country these sur- 
plus stocks at prices below our cost of production? 
It is claimed that this was the policy followed by Great 
Britain after the War of 1812. Why should not such 
a policy follow this war? Fearing such a contin- 
gency, plans are already formulated to provide a de- 
fence against dumping, but there is no unanimity of 
opinion regarding the best measures. 

26. Economic independence of nations. — The war 
has brought home to all coimtries the necessity of 
being able to feed and clothe their citizens and sol- 
diery. Even prior to the war England and Ger- 
many were debating how means might be found to 
raise cotton so that they would be less dependent 
upon the United States for their supply. After the 
war countries with colonies wiU try to develop them 
in the old-fashioned way to become feeders of raw 
materials and food stuffs to the mother country. 
The development will probably be brought about by 
the adoption of a tariff union giving preferential 
treatment to colonial possessions by the mother coun- 
try. In early days the situation has usually been re- 
versed. ^Vhere the United States has been the source 
of supply for countries of Europe, the countries with 
colonies will look to them to produce food stuffs and 
other necessary commodities; the countries without 
colonies will make earnest and repeated efforts to 
raise such supplies at home. The slogan for all will 
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be "self sufficiency." Even the United States is feel- 
ing the need. The govenunent is taking stock of 
our industries to see how they may be used to pro- 
duce munitions. Some of our great business houses 
are aiming to secure a sufficient supply of rubber 
under American control. Other industries will be 
taken up ; and the question is sure to revive the tariflF 
arguments. 

27. A tariff commission. — For some years leading 
men in both the great political parties have advocated 
"taking the tariff out of politics" by the appointment 
of a non-partisan scientific tariflF commission. Ow- 
ing to partisan strife in a late Republican adminis- 
tration, a permanent tariflF commission could not be 
created, but an appropriation was made for the ap-. 
pointment of a TariflP Board to perform somewhat 
similar services and to make recommendations to Con- 
gress. 

When the opposing party came into power it was 
eager to give immediate eflFect to its own tariflF prin- 
ciples: the TariflF Board failed to receive its sup- 
port and went out of existence. Now, however, this 
same party has made provision for a TariflF Commis- 
sion which is to make a careful study in this country 
and abroad of industrial conditions with reference 
to specific industries in such a way that it may supply 
trustworthy data for the use of Congress. Such a 
board, with a conservative, trained personnel may 
well accomplish great good. Its aid was never more 
needed and probably at no time has public opinion 
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been more ready to accept its recommendations. It 
is to be hoped that it will be properly supported and 
its recommendations properly considered. This is 
likely to be the chief factor in any solution of our 
tariflp problem; 

REVIEW 

What are the three leading types of tariff systems? 

Who were the Mercantilists? 

What was Alexander Hamilton's chief reason for advocating 
a protective tariff? 

Why did the southern states oppose a protective tariff? 

What classes of goods are best suited to a revenue tariff? 

How far is the argument in favor of promoting infant indus* 
tries by protective duties sound? 

What are the reasons why a country should be economically 
self-sufficient? 

Analyze briefly the common arguments to the effect that a 
protective tariff increases wages. 

Explain the duties of the United States officials in connection 
with the importation of goods. 

What is a bounty as contrasted with customs duties? 

Indicate briefly the effect of the present European war on 
tariff sentiment in the United Stdtes. 
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PROMOTING FOREIGN COMMERCE 

1. Cooperation of the government in foreign trade. 
— The American business man, occupied as he was in 
the upbuilding of domestic industry and commerce,^ 
was not until recently vitally interested in special 
means for the development of foreign trade. Home 
markets were rapidly expanding, little n^ed for for- 
eign outlets was felt. Exports were largely com- 
posed of natural products and these were de- 
manded rather than sold. Now America is coming 
to realize the insistent need for foreign markets. The 
European war plunged the American business man 
into the arena of world trade, opened his eyes to the 
value of an expanding export business and directed 
attention to measures for retaining present trade and 
for seciu*ing more. As President Farrell of the 
United States Steel Corporation has well said, "One 
week of European war did more than ten years of 
academic discussion to convince the American people 
that foreign trade is a national element in domestic 
prosperity." Other nations have long assisted the 
development of their exports ; to meet their effort we 
must link up American business and the American 
Government. 

2. Finance and foreign trade. — Foreign trade re- 

89 
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lations are not confined to selling merchandise, but 
embrace also tibie important relations of capital to 
enterprise in foreign lands. "Trade follows for- 
eign investment/* Capital systematically invested in 
foreign lands, goes out to a large extent in the form 
of machinery, supplies and other materials used in 
construction. Construction involves maintenance and " 
renewal, which, in turn, call for further importation 
from the country that furnished the capital. In 
order to gain the really big prizes in foreign trade, 
we must be ready to make foreign loans. To do 
this our banks must have branches in foreign coun- 
tries. These branches must build up a mass of credit 
information and must act as banking go-betweens for 
exporters and importers. 

The Federal Reserve Act of 1918 recognized this 
need in allowing banks with a capital of $1,000,000 
or more to establish branches in foreign countries. 
The National City Bank of New York promptly 
established a number of branch banks in .South 
America ; and later, thru obtaining control of the In- 
ternational Banking Corporation, secured a num- 
ber of branches in the Far East, and is also build- 
ing branches in Russia. The American International 
Corporation with $50,000,000 capital, closely related 
to the National City Bank and other great financial 
and shipping interests, was later established to serve 
as a medium thru which American investors could ef- 
fectively place their funds in foreign securities and 
foreign enterprises. 
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8. Foreign e^vchange and dollar credits. — From an- 
other angle, also, the Federal Reserve Act has been 
of practical assistance in the development of foreign 
trade and finance. By reason of certain provisions 
of the Act, "dollar exchange" is now a fact, since 
( 1 ) any member bank has the right to accept — ^to an 
amount equivalent to one-half its paid up and imim- 
paired capital stock and surplus — drafts or bills o( 
exchange drawn upon it which have grown out of 
transactions involving the importation or exporta- 
tion of goods, and which have not more than six 
months* sight to run; and (2) any Federal Reserve 
bank may discount acceptances based on the impor- 
tation or exportation of goods, which have a ma- 
turity at time of discount of not more than three 
months' sight, and which are indorsed by one member 

bank. 

< 

Before this Act was passed the bank acceptance 
was almost xmknown in this coimtry in either domes- 
tic or foreign trade. But under this law firms m 
South America may draw on New York in exactly 
the same way as they formerly drew on London, and 
as a result "dollar exchange" takes its place by the 
side of sterling or London exchange. The Federal 
Reserve Act has made it possible for the American 
banker to act in concert with the manufacturer and 
exporter in extending our foreign trade. 

4. Development of mutual understanding. — For- 
eign trade depends much more than is generally 
realized, upon good-will, understanding and social 

XXIVr-8 
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intiercourse. The American government has been ac- 
tively engaged in developing these points of contact, 
especially in South America and China. In 1898, 
for example, the United States thru John Hay, one 
of the- ablest secretaries of state this coimtry ever pro- 
duced, promulgated the doctrine of the "Open Door" 
in China, when that country was in imminent danger 
of partition by greedy foreign powers. Later, the 
feeling of good-will engendered by this poUcy was 
quickened by the return of part of the Boxer indem- 
nity, an act which both secured good-will and insured 
friends for the future by making it possible for China 
to send hundreds of her students to American uni- 
versities. China is anxious and willing to trade with 
the United States. Loans have lately been made to 
China, others will aid still more in both holding good- 
will and in placing the coimtry in better condition 
to develop trade. * 

South America and the United States have also 
been drawing closer together in sympathy and under- 
standing, and these feelings the American govern- 
ment has actively fostered. The Pan-American 
Financial Conference, held in Washington in May, 
1915, will long be remembered for the mutual under- 
standing that it engendered. One practical, definite 
accomplishment of this conference was an agreement 
between the Chamber of Commerce of Buenos Aires 
and the Chamber of Commerce of the United States 
concerning the arbitration of future commercial dis- 
putes between the business men of Argentina and of 
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this country. Another was the formation of the In- 
ternational High Commission of Uniformity of Leg- 
islation among the states of the American conti- 
nents, which, if persistently followed up,, may aid 
greatly in the development of commercial and finan- 
cial relations between these two continents. A third* 
step was the organization of small permanent com- 
missions, composed mostly of business men, each of 
which devotes itself to securing information about and 
actively promoting good relations with some one coun- 
try of South or Central America. Some of these 
commissioners have already exerted an excellent in- 
fluence. 

5. State Department — diplomatic service.— Vew 
persons not familiar with government work realize 
to how great an extent our diplomats in foreign coun- 
tries serve the interests of business men. Many bf 
our largest contracts for war munitions, for railway 
building, for the working of mines* are with foreign 
governments, and in very many countries, especially 
those whose natural resources are as yet undeveloped, 
securing of concessions must be thru the govern- 
ments. In all such cases our ambassadors and min- 
isters are at the service of business men to a far 
greater extent than even the consuls are. Govern- 
ments must be approached, as a rule, thru their 
foreign office and thru our diplomats in the first in- 
stance. With the introductions once made, negotia- 
tions are likely to be direct, but even then our minis- 
ters are kept fully informed and copies of contracts 
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with foreign goyemments are usually filed with the 
legation or embassy. In China, Mexico until lately, 
Nicaragua, Venezuela, and during the great Euro- 
pean war in Russia, England, France and practically 
all of the Allies, the chief business dealings have been 
with the goyemments; and our ministers and ambas- 
sadors haye spent a considerable, eyen a major part 
of their energy in serving American business needs. 
Our Minister in Peking often held interviews late at 
night with American business men, high Chinese offi- 
cials and members of the Cabinet while engaged in 
work of this kind. 

On all these matters of importance, of course, the 
State Department is kept advised and the chiefs of 
the various Bureaus interested are frequently active 
participants in securing contracts or foreign loans. 

6. ' Consular service. — The work of our three hun- 
dred and more consuls is to look after business affairs 
in foreign markets. Stationed in the commercial cen- 
ters of the world in this service are men of different 
ranks, such as consul-general, consul, vice consul, 
deputy consul, and consular agents and clerks. As 
at times the consul must do work of a more qr less 
diplomatic nature, he is placed imder the supervision 
of the ambassador or minister to the country in which 
he is stationed and is responsible to the State Depart- 
ment. Where there is little business to be done, resi- 
dents of the place, even foreigners, are appointed to 
represent us as consular agents performing some of 
the formal duties of the consular service but such 
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agents cannot be expected to do much to promote our 
business. 

7. The conml and his duties. — ^Altho the consul 
has a certain amount of diplomatic work to do, his 
chief duty is the promotion of foreign trade. He 
must certify the invoices of goods that are exported 
from his district to the United States. These invoices 
are made out in triplicate; one copy is sent with 
the goods, another is kept by the consul and the third 
remains with the shipper. The consul should under- 
stand business. He is expected to know the value 
of goods so that if a shipper makes out a false in- 
voice in order to avoid heavy customs duties here, the 
consul can either refuse hia certificate or notify the 
customs authorities at the port of destination. The 
consul, too, should be on the lookout for any oppor- 
tunities that would interest American business men. 
He prepares information for consular reports to be 
published by the Department of Commerce. Any 
one may write to the Department of State and get 
a report, sometimes a special one made for him, or 
any one may write direct to a consul. 

Frequently special reports are made concerning 
very important questions. A number of years ago 
the Government conducted an inquiry thru its con- 
sular representatives abroad — practically over the 
world — with reference to foreign tariffs, and pub- 
lished the results in a series of volumes. At another 
time a general report was made on wages and con- 
ditions of living in different countries." Last year at 
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the request of the Alexander Hamilton Institute the 
Departments of State and of Commerce, thru the 
consuls and commercial attaches secured extremely 
valuable information from over one hundred foreign 
cities in regard to financing pubUc improvements, such 
as paving, water supply and electric lights. If a busi- 
ness man is going abroad to do pioneer work in his 
field, the State Department will give him a circular 
letter addressed to the consuls in the ports of des- 
tination, asking them to render all possible assistance. 
8. Creation of the Bureau of Foreign and Domes- 
tic Commerce. — The consul naturally cannot give all 
his time to work of this kind. Moreover, it often hap- 
pens that he is not fitted to undertake investigations 
requiring technical training. The Bureau of For- 
eign and Domestic Commerce was therefore estab- 
. lished in 1912 to supply what the consul could not 
give. To accomplish this the Bureau of Manufac- 
tures and the Bureau of Statistics of the Department 
of Commerce were combined, and the united Bureau 
was given additional functions. These steps put the 
resources of the government within reach of American 
business men engaged in foreign trade. To this new 
Bureau were delegated certain duties of the Bureau 
of Labor, such as for example the determination of 
the cost of production in leading foreign countries 
of articles dutiable in the United States. Investi- 
gators try to ascertain what are the items of costs, 
wages, hours, profits, comparative costs of living, and 
whether the business under consideration is controlled 
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by trusts or combinations. These data should be of 
much assistance in scientific tariff revision. From 
the Bureau of Manufactures this new department took 
over the task of fostering, promoting and developing 
the various manufactm-ing interests of the United 
States, domestic and foreign. From the Bureau of 
Statistics it received the duty of preparing and pub- 
lishing infonnation concerning the imports and ex- 
ports of the United States by principal articles, the 
imports and exports of gold and silver, the merchan- 
dise exported to and imported from different coun- 
tries, the amount of merchandise by customer districts 
and the nationality of the vessels engaged in this 
trade. 

9. Commercial attachS and his work. — One of the 
most valuable innovations was the building up of a 
corps of commercial attaches and agents — business 
missionaries with headquarters at the embassy or le- 
gation in the capital of the various coimtries, who are 
sent abroad to prepare the way for the regular sales- 
men of the business houses. These trained men are 

» 

carefully selected for their special business aptitude. 
They must know the principles and practices of the 
export trade; and to be able to meet on equal terms 
the commercial experts of the coimtry in which they 
are located, they must thoroly understand the lan- 
guage of the country in which they work. Most of 
the leading foreign nations have had similar repre- 
sentatives for many years. 

The United States has recently increased the num- 
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ber of these attaches so that all the most important 
capitals of the world are now covered: Berlin, Pet- 
rogad, Paris, Peking, Melbourne, Buenos Aires, 
Lima, Santiago (Chili) and Rio de Janeiro, while 
other points are to be covered as soon as the means 
are provided. 

10. Export trade greatly stimulated. — ^Practical 
results have justified the use of these men. For in- 
stance, Mr. Arnold in China heard of the intention 
of the Chinese government to build two cotton mills. 
He communicated at once with American firms and 
persuaded some of them to make bids for the ma- 
chinery contract. The Saco-Lowell mills, of Boston, 
sent a representative to China.. With the assistance 
of Mr. Arnold and Special Agent Ralph Odell, who 
has made a special study of cotton markets all over the 
world, this agent secured a millioh dollar order for 
the complete equipment of these mills by American 
firms. The importance of capturing this initial order 
from the Chinese government in competition with 
well-known European firms cannot be over-estimated. 
If it is filled satisfactorily it means in all probability 
the placing of many more contracts. 

11. More practical results. — The import trade in 
Bolivian tin furnishes another case. Practically all 
the tin we use is imported from two great mining re- 
gions, the Straits Settlements and Bolivia. The 
United States consimies more tin than any other na- 
tion in the world — about 45,000 tons a year, of which 
nearly 90 per cent comes from the Straits Settle- 



PROMOTING FOREIGN COMMERCE 99 

ments representing the tin mines of the Federated 
Malay States. The tin arrives here not as ore, bbt as 
block tin. Realizing that Uttle tin is smelted in this 
country. The American Smelting and Refining Com- 
pany thought it would be good business to smelt 
BoUvian ore in the United States. But before they 
should attempt to secvu-e contracts for any large 
amoimt of Bohvian ore, they determined to remove^ 
all doubt on two points; first, they wished to be sure 
that there would be no discrimination made against the 
United States in regard to export taxes; second, 
they wished to do away with some misconceptions ex- 
isting in the minds of Bolivian miners regarding the 
intentions of the company. The matter was taken 
up with Washington, and the commercial attache in 
Lima was put in- touch with the situation. Within 
a year the matter was adjusted. A great tin-smelt- 
ing plant has been erected at Perth Amboy; a new 
industry has been started in the United States; and 
this country is making millions of dollars which other- 
wise would go to foreign firms. Moreover, another 
link of connection with South America has been 
forged, and the relation between Bolivia and the 
United States will redound to the berefit of both na- 
tions. 

12. Work of the special agent. — The work of the 
conmiercial attaches is supplemented by that of the 
"commercial agents.'' These men investigate trade 
conditions at home and abroad along special lines; 
and are therefore men with the technical training 
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especially useful in research work. Commercial 
agents conducted an investigation of the hardware 
business that constitutes one of the most complete 
studies of the foreign market for American goods 
ever made. As a direct result a complete sample 
room for exporters of hardware has been established 
at the New York branch of the Bureau. The De- 
partment has also investigated the cotton marki^t in 
China and India, the lumber and furniture markets, 
and the question of finance and credit in South 
America. 

18. Division of Consular Reports.— Yrom hun- 
dreds of sources, from every country, by mail and 
wire the Consular Bureau collects thru thtf conuner- 
cial attaches and special agents information that is 
valuable in connection with American trade. Closely 
associated with the Bureau in this work is the Division 
of Consular Reports, which prepares the material and 
puts it in the hands of business men. First in im- 
portance is the daily publication called Commerce Re- 
ports. This contains information on industrial, com- 
mercial and financial matters of interest to American 
exporters, together with data concerning specific op- 
portunities for American trade. Frequent supple- 
ments are published from time to time, each one deal- 
ing intensively with the business affairs of a differ- 
ent country. Often the Bureau receives from its 
agents plans and specifications for private or public 
enterprises in foreign countries. These are sent to 
interested persons and firms. The value of such in- 
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formation is evidenced by the contracts secured by 
American houses for the construction of a raikoad 
and a capitol in Formosa, the installation of ma- 
chinery in an arsenal in Han Yang, China, and of 
a new telephone system for a city in northern Eu- 
rope. 

There is also a series of monographs, practical and 
to the point. Any of them can be obtained at a nom- 
inal cost from the Superintendent of Documents at 
Washington. Some of the subjects treated in the 
series are : "Packing for Export," ''Consular Regu- 
lations of Foreign ^Countries,'* "Factors in Foreign 
Trade,'' "Foreign Credits." 

The Bureau is glad, also, at the suggestion of pri- 
vate citizens to undertake special investigations of 
general interest, such as the one mentioned on city 
financing. The Bureau often receives confidential in- 
formation which it is not wise to distribute broadcast. 
Such information is given, however, to the persons or 
firms directly interested and frequently helps Amer- 
ican business men abroad to avoid undesirable con- 
tracts as well as to secure good ones. The Bureau 
has published a trade directory of about 125,000 in- 
dividuals and firms in foreign countries engaged in 
the import trade, classified by country and industry; 
a revised business directory of South America; trade 
directories of the West Indies and Central America ; 
and a classified directory, including rates and cir- 
culation, of foreign publications that advertise Amer- 
ican goods. 
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14. Branch offices. — In order to assist to the ut- 
most the greatest possible number of business men 
in this country, the Bureau has established branch 
offices in New York, Boston, Chicago, St. Louis, At- 
lanta, New Orleans, San Francisco and Seattle. 
During 1915, more than 18,000 representatives of 
American firms called at the New York office alone. 
Every foreign delegation and commercial visitor is 
met by the officer of the department who speaks the 
language of the country from which the delegation 
or the visitor comes. The large and influential group 
of Chinese merchants that recently visited the United 
States was met at San Francisco by an agent who 
thoroly understands Chinese. He remained with 
them thruout their travels in this country, and was 
thus able to bring them into close touch with many 
of our leading business men. These offices also con- 
duct special investigations and conferences ; help for- 
eign piu'chasers make valuable connections; provide 
suitable facilities for the display of samples, specifica- 
tions and other materials; entertain foreign visitors; 
and arrange conferences between interested local ex- 
perts and manufacturers, and attaches and agents who 
have just returned to this country. It has recently 
organized also a system of cooperating branches which 
undertake to supply all the information that it fur- 
nishes any of its branch offices to any local commer- 
cial organization which places in charge of its export 
department one full-time employe with suitable quali- 
fications. Cooperating branches have been estab- 
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lished in Cincinnati, Cleveland, Detroit, Los Angeles 
and Philadelphia. 

15. Bureau has received cordial support of husi' 
ness organizations. — This work has received the cor- 
dial cooperation of, manufacturers and exporters. A 
special committee of the United States Chamber of 
Commerce has recommended that the service of the 
Bureau be greatly extended, both in this country and 
in its work abroad. 

16. Federal Trade Commission and foreign 
trade. — The new Federal Trade Commission bids 
fair to pilay an important part in the development of 
foreign trade. Under the Sherman Anti-Trust Act 
every contract or combination and every conspiracy 
in restraint of trade or commerce with foreign na- 
tions is illegal, while any one who monopolizes, or at- 
tempts to monopolize, any part of the foreign trade 
is guilty of a misdemeanor. The strictly literal en- 
forcement of this law would mean that American busi- 
ness, unorganized, would have to meet the strongly 
organized trade combinations of foreign competitors. 
Realizing this fact, American business men have felt 
that this legislation should be modified in such a way as 
to legalize a certain degree of combination for foreign 
trade. 

The Commission is given by law the power "to 
investigate from time to time trade conditions in and 
with foreign countries where associations, combina- 
tions or practices of manufacturers, merchants or 
traders — or unfavorable conditions of any kind may 
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affect the foreign trade of the United States^ and to 
report to Congress thereon, making such recommend- 
ations as it deems advisable." This power makes 
the Commission an ally of the consular service and 
of the Department of Commerce and gives it the 
right to suggest an amendment of the Sherman Anti- 
Trust Law that shall allow a greater degree of com- 
bination for export trade. 

After full investigation the Commission feels that 
it would fail of its d^ty if it did not urge the pressings 
need of action being taken inmiediately. "If Amer- 
ican business men are to make the most of the great 
opportunities now before them; if they are to build 
securely in foreign trade, and are to avoid disaster 
in the shook of the stern and determined competition 
that will doubtless follow the war, they must at once 
perfect the organization demanded by the conditions 
of international trade.'* 

The kind of competition which the United States 
has to meet now, and that which it may expect to 
meet in the future is stated thus : 

In Germany, prior to the war, there were six hundred 
important cartels — i. e., combinations to control the market 
— embracing practically every industry , in the Empire. 
Many dominated the export trade of their industries and 
carried on vigorous campaigns to extend their foreign busi- 
ness, to prevent competition among German producers in 
foreign markets, and to secure profitable prices. 

In Japan, an export organization of textile manufacturers 
is rapidly obtaining the rich cotton goods trade of North 
China, The trade in tea is controlled by a nation-wide 
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^Hea-council.'' One great Japanese firm, which In itself com- 
bines manufacturing, mining, shipping and merchandising 
enterprises, is rapidly extending Japanese trade in all lines 
thruout the Far East, and the Japanese government is di- 
rectly assisting the development of shipping, banking and 
trading for foreign business. 

British manufacturers have relied more fully upon an 
unusually effective merchandising organization for foreign 
trade, long established in foreign markets and giving British 
products a superior representation there, but in various 
important industries they have gone much further. Thus, 
most of the great coal export business is done by powerful 
organizations combining mine operators, marketing com- 
panies, shipping lines and foreign distributing companies. 
This gives British coal its grip on the rich South American 
market. British cement manufacturers are united in a, strong 
and successful union for the extension of their overseas 
trade. Recently a number of large British manufacturers 
of machinery of all sorts have formed the Representation 
for British Manufacturers, Limited, an organization de- 
signed to handle all their business in certain important for- 
eign markets and to carry on an aggressive campaign for its 
extension. Similar organizations for foreign trade are in 
process of formation among other British manufacturers. 
In the electrical, cotton-textile, pottery, tobacco, wall-paper, 
iron and steel, and various other industries, strong associa- 
tions and combinations are important factors in foreign and 
domestic business. 

It is against such organizations as these, uniting power' 
ful groups of foreign concerns, backed by great banks, aided 
by railway and ship lines and vigorously assisted by foreign 
governments, that hundreds of comparatively small American 
manufacturers and producers must compete for trade beyond 
our shores. Some of the foreign. trade combinations which 
enjoy overwhelming advantage in international trade have 
established branches and plants here which compete with 
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American manufacturers for the home trade. Moreover, 
in some industries our smaller manufacturers must compete 
abroad with great American companies having most efficient 
world-wide selling organizations. 

17. Triple combination battling for American car- 
ports. — Export cooperation is essential, and the Com- 
mission does not believe that Congress ever intended 
to prevent extensive organization that would enable 
American firms to meet foreign competitors on equal 
terms. As a result of its recommendations, the Webb 
bill is now pending in Congress and will probably give 
the relief recommended. 

The Federal Trade Commission, the Diplomatic 
and Consular Service and the Department of Com- 
merce, are in the forefront of the fight to increase 
American exports in every legitimate manner. 

REVIEW 

Why is it important that all American consuls be citizens of 
this country on adequate salary? 

Since consuls devote themselves very largely to foreign trade 
development, should they be accredited to the Department of 
Commerce rather than to the Department of State? What rea- 
sons can be^advanced for keeping them under the jurisdiction of 
the State Department? 

What are the leading government publications that throw light 
on foreign trade ? How "can they be secured ? 

Why are export combinations a necessity in the development of 
foreign trade? 

Should the Sherman Anti-Trust Law be definitely amended to 
allow such combination? 

Should a greatly increased number of commercial attaches be 
provided for ? How do their duties differ from those of the con- 
suls and special agents? 



CHAPTER VI 

PUBLIC INSPECTION OF BUSINESS 

1. Controversy regarding government inspection. 
• — Bitter controversy has raged at various times over 
the question whether the government, either Federal 
or state,, should ofBcially inspect, examine and certify 
to qualities of goods, to safety of business organiza- 
tions, to qualifications of individuals. The subject is 
one of grave import, in business, in sanitation, in so- 
cial organization. 

2. Need of standards in business. — ^It will be 
readily conceded by all that in many lines of busi- 
ness standards must be set up which can be easily 
tested and recognized. These may be standards of 
size, or weight, or time; standards of quality as re- 
gards goods; standards of fitness in the case of men 
or women who have duties to perform which require 
skill and knowledge and where ignorance might well 
cause great private or public loss. Some of these 
needs have been long recognized in all the leading 
countries of the world. The question, nevertheless, 
frequently arises whether or not government inspec- 
tion is better than private inspection as regards ac- 
curacy and public confidence as well as expense. A 
moment's thought upon the wide extent of the field 
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of inspection will also show that it covers business 
and activities of so divergent a character, ranging from 
pin^ely physical matters to personal characteristics 
and the moral influence which certain activities may 
exert, that the whole question demands careful analy- 
sis and presumably the setting up of principles on 
which may be based different methods suitable to dif- 
ferent cases. 

8. Weights and measures. — ^Everything that is to 
be measured must have the measurement expressed 
in terms of some unit or standard. The standard of 
length in Great Britain and the United States is the 
yard, which, in Great Britain is the distance at 62° F., 
between two plugs of gold sunk in a bar of platinum, 
preserved in London. In the United States the 
yard, in accordance with our law, is taken from the 
prototype meter in the National Bureau of Standards 
at Washington and is derived from it in the ratio 

of ?^. The international standard of length is the 

3937 ^ 

meter, from which the United States standard is 
taken. That standard is preserved in Paris. It was 
established by the French Republic in 1801. The imit 
was intended to be one ten-millionth part of the dis- 
tance from the pole to the equator. Remeasurements 
proved that the meter had been made slightly too 
short, so that now it is defined as the length of a cer- 
tain bar of iridio-platinum (ten per cent iridiirai). 
The original meter in this form is preserved in the 
Bureau des Archives at Paris. Certified copies of 
the same form and material are owned by all civilized 
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nations, that of the United States being preserved at 
the Bureau of Standards, Washington. Since it has 
been proved that this meter is not exactly the one 
ten-millionth part of one-quarter the circumference 
of the earth, as had been intended, it is no better than 
the yard or any other standard that might be taken. 
Inasmuch, however, as its multiples and sub-multiples 
have been fixed on the decimal system, it has been 
made the general international standard. Further- 
more, when the French government established the 
meter as the standard, it standardized also by nature 
tests — interrelating them — the measures of area, of 
weight and of volume. For example, the gram (unit 
of weight) is the weight of one cubic centimeter of 
water; the liter (unit of volume) is the volume occu- 
pied by a mass of one kilogram of water (measured 
in both cases at the point of its maximum density at 
4° C). 

From these illustrations it will be seen what great 
care and trouble have been taken by all leading na- 
tions to determine these standards by which we buy 
and sell goods of various kinds. To prevent cheat- 
ing on the part of merchants by the use of short meas- 
ures or inaccurate weight scales, there are appointed 
government inspectors of weights and measures with 
authority to make comparison with the standard at 
any time at their will of the weights and measures 
used by any business man. If a dealer uses inac- 
curate measures he may be severely punished. 

In like manner governments set up certain stand- 
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ards of value. For example, in the United States, 
the dollar is 1.672 grams of gold .900 fine. In a 
similar way in Great Britain the £ Sterling is 7.988 
grams of gold .916% fine. In Germany the mark 
is .898 grams of gold .900 fine. In France the franc 
is .8226 grams of gold .900 fine. At times, how- 
ever, in places where the government has not by 
authority defined standards, private individuals or 
companies have done so. On account of the uni- 
versahty of their use, people very generally do not 
realize what infinite pains have been taken by govern- 
ments to establish and maintain these standards un- 
varying, in order that business may be safely done. 
Without such standards the business world would be 
chaos. ( 

4. Salt, lumber, grain and sugar. — Many very com- 
mon articles of consumption must be bought and sold 
according to standards of quality, when from the na- 
ture of the merchandise the quality is not readily dis- 
cernible by an untramed piu^chaser. 

(a) Salt is sometimes mined, being taken from the 
earth in the form in which it enters into commerce. 
In this country it is usually found in solution with 
water (brine), and the salt is secured by evaporation 
of the water. In a similar way, a very large propor- 
tion of the salt manufactured and used in China is 
secured by the evaporation of sea water. 

In all of these cases it is practically impossible for 
the ordinary purchaser to determine the quality of 
the salt, excepting in the most general way. The 
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governments of various states have therefore ap- 
pointed inspectors whose business it is to test the salt 
and certify as to its quality before it is put into the 
market for sale and purchase. 

(b) Lumber is prepared for the market by sawing 
into boards and planks and beams of various sizes 
and shapes to meet the needs of purchasers. Of 
greater importance still, however, is the quality of 
the wood as regards the species of the tree from which 
it is derived, its soundness, freedom from knots, and 
from rot. In earlier days, men familiar with the 
qualities of lumber or timber fitted for various pur- 
poses inspected the lumber as it came from the mills 
and was shipped to the great lumber yards for dis- 
tribution to the users. These men, by practice and 
association one with the other, acquired a rare degree 
of skill, so that the inspection of different men at dif- 
ferent places showed on the whole sufficient uniformity 
to enable them to do business. In certain places, 
however, an attempt has now been made to determine 
standards by government and government inspection 
assists the dealers. 

(c) Wheat, oats and corn are not sold by the meas- 
ured bushel only. The bushel itself is usually of late 
years determined by the weight of the grain rather 
than by the bulk, inasmuch as the varying qualities 
for a standard bushel in bulk differ greatly in weight, 
and the quality of the kernels themselves vary. More- 
over, the wheat or oats may have mixed with them va- 
rious quantities of seeds from weeds or other sub- 
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stances because the grain has not been carefully 
cleaned. Custom among the grain dealers had early 
fixed many quality standards, but now many of our 
states have set up local standards and have provided 
government inspectors. This practice of classifica- 
tion and grading grain is distinctly American in 
origin. The Board of Tirade of Chicago began it in 
1858. State inspection was begun by Illinois in 
1871, followed later by Missouri, Minnesota, Indiana, 
Kansas. Now most of the states and markets east of 
the Rockies have a substantially imiform practice. 
An Englishman of prominence in the grain trade has 
said that of all the inventions of hiunan ingenuity in 
the grain business the American system of grading is 
the greatest. 

(d) Sugar bought in large quantities by the great 
refineries has also been standardized, the standards 
varying somewhat in the different countries but they 
are so well known that there is little difficulty in mak- 
ing comparisons. For example, in the United States 
standard raw sugar is 96° centrifugal, polarization 
test, and with this as a basis, the various grades of 
raw sugar are worked out. The refined sugar is rep- 
resented by the granulated sugar. These and for- 
eign standards are substantially imiform and can be 
readily applied by all the large manufacturers and 
dealers. Inasmuch as the sugar trade is to a con- 
siderable extent in the hands of a relatively few large 
producers, their gradings are accepted by the mass 
of dealers. It can readily be seen how absolutely 
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essential such a standardization is in these and many 
other lines of industry. 

6. Inspection of meats as a commercial and sani- 
tary measure. — To provide clean, wholesome and 
healthful meats for all is one of the problems of civ- 
ilization. Altho in the past vsrhen farmers pro- 
vided their own meats and when local butchers sup- 
plied villages and cities it was possible for individuals 
to have some supervision of their supply, that is no 
longer possible in our large towns and cities. There 
must be some careful inspection and this inspection 
in part has been taken over by the Federal govern- 
ment. The states have not yet undertaken the in- 
spection of meats on a wide scale, altho in many 
states as New York, great care is taken to protect 
herds from tuberculosis, foot and mouth disease, and 
other diseases affecting meat producing animals. 

In spite of many sharp criticisms of the Federal 
inspection service, fraud and carelessness having been 
charged from time to time by magazine writers, much 
has been accomplished. Inspectors see the animals 
when alive, are present when they are slaughtered and 
inspect them afterwards. The Federal authorities, 
however, inspect only about one-half of the supply. 
Probably two per cent of the supply is diseased and 
should be condemned. Naturally, the diseased cattle 
are likely to be shipped to places where there is no 
inspection. The Federal inspection service covers 
the packing establishments of which the products go 
into interstate commerce, some eight hundred in all. 
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Inasmuch as these great packing houses are mostly 
in the West and the cattle are those taken from the 
ranges, the probability is that the cattle slaughtered 
in these establishments are those less subject to dis- 
ease, and the dairy cattle in the East are more likely 
to be infected with tuberculosis. 

6. Inspection for the export trade. — ^A prominent 
influence in establishing and maintammg our meat in- 
spection law was the action taken by some foreign 
governments, especially Germany, against the impor- 
tation of American meats, the alleged groimd being 
that the meat was diseased. There was at the time 
more or less trichinae in American hogs. Numerous 
cases were found in the American population as well 
as some in Germany, and it is probable that some of 
the cases were those of people who had eaten Amer- 
ican pork, the custom of eating uncooked ham being 
common in Germany. Aside from the fact that there 
was some ground for believing that American meats 
were unsanitary, was the consideration that German 
farmers, especially the great land owners, were feel-^ 
ing the competition of American imported meats, so 
that the exclusion of American pork was based largely 
on commercial grounds. The prompt action of our 
Federal govemment in creating an inspection bureau 
that could be well enough organized to control abso- 
lutely all exported meats gave our government the op- 
portunity to bring pressure to bear upon Germany to 
revise its laws and to permit the importation of Amer- 
ican meats. 
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The study of the problem by scientific experts has 
made it possible to prevent complete loss, even when 
animals are afflicted with certain diseases. Some dis- 
eases being pm-ely local in their nature, the greater 
part of the meat is not tainted by them. Other dis- 
eases rendering meats unfit for food, nevertheless do 
not destroy their utility for certain manufacturing 
processes. All these facts, however, merely empha- 
size the need of skill in inspection, such inspection to 
be universal, and rigidly enforced. 

7. Pure food laws. — There are two chief means of 
adulterating food: first by cheating, as for example 
by adding starch to sausages, paraffin to candy, water 
to milk, etc.; second, by adding to foods dangerous 
ingredients. In the United States no effective food 
laws were passed imtil 1883 when the state of Massa- 
chusetts passed an act containing what have since 
become the fundamental principles of the food and 
drug acts of the various states and of the Federal 
Drug Act. 

In 1905-06 public sentiment was greatly aroused 
by exposure of food frauds resulting in the passage by 
Congress of the Food and Drugs Act, which was ap- 
proved June 80, 1906. From the standpoint of pub- 
lic health as well as public honesty, the Act is one of 
the greatest importance. 

This act is intended primarily to prevent the adul- 
teration of food and drugs. Drugs must not vary 
from the standard recognized in the national formu- 
lary unless the degree of the strength, quality and 
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purity is stated on the container in which it is offered 
for sale. Food is adulterated if any substance has 
been mixed with it so as to reduce its quality or 
strength or has been substituted wholly or in part 
for the article itself. It is also adulterated if any 
valuable constituent has been abstracted or if it has 
been so treated as to conceal any damage or infe- 
riority, or if any injurious ingredient has been added; 
or if it consists in any degree of filthy or decomposed 
animal or vegetable substances or any portion of an 
animal diseased or that has died otherwise than by 
slaughter. Preservatives may be applied externally 
to food products if directions for their removal are 
printed on the package. Articles may not be mis- 
branded by placing any design, device or statement 
on the package or label which shall be misleading in 
any particular, and misbranding is to be prosecuted 
the same as adulterating. The dealer is not held 
liable if he can show a guarantee from the seller re- 
siding in the United States that the goods are not 
adulterated or misbranded. 

The Bureau of Chemistry, Department of Agri- 
culture, is the tribunal to decide whether any speci- 
fied food substance is deleterious. 

The enforcement of the law has doubtless been very 
helpful in restricting greatly the use of many patent 
medicines, injurious in their character. On the other 
hand, by compelling manufacturers to label their 
goods so as to disclose clearly their contents, it has 
enabled consumers to buy with full knowledge of their 
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purchases and is tending to benefit honest manufac- 
turers of wholesome products. In this way it has 
been promotive of trade of the better sort. Again, 
by its rigid enforcement it has been protective of the 
honest manufacturer and dealer^ and has freed him 
largely from the pressure earlier brought upon him 
by his competitors to deceive his customers. It is 
thus promotive of wholesome honesty. 

It would, of course, be very desirable if we could 
have one uniform system of piu'e food laws that should 
be enforced thruout the country instead of a burden 
of laws varying from state to state.. 

Of course, there is an added burden of cost 
in pure foods. Cleanliness costs, but for that the con- 
sumer is glad to pay. Moreover, when one reads ac- 
coimts of the deceptions that have been practiced in 
the production of many conmion articles of food, such 
as canned fruits and vegetables, one sees the advan- 
tage of rigid laws rigidly enforced. In certain re- 
ports printed in the Scientific American we learn that 
cannery waste such as skins, cores, decayed parts of 
tomatoes, partly spoiled fruits and similarly spoiled 
material can be worked up into catsups and soups 
by dosing them with chemicals, spicing, coloring and 
flavoring them and otherwise preventing them from 
fermenting, and making them palatable. Against 
such abuses the public ought to be protected and 
should be glad to pay the cost of protection. 

Perhaps no other single question in connection with 
the food supply has caused more discussion than that 
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of securing a fairly safe milk supply at a cost not 
prohibitive. The problem has not yet been solved, 
but any energetic and efficient board of health can 
accomplish much. Herds of cattle can be inspected, 
the milk itself can be regularly tested and measures 
can be taken to prevent the consumption of any milk 
containing injurious germs. Probably the Health 
Department of New York has done more to insure a 
safe milk supply than the boards of any other city in 
the world. Its work should serve as an example for 
others. 

8. Banks and insurance companies. — Entirely dif- 
ferent in nature is the inspection of various types of 
business establishments to see that they carry out pro- 
visions of the law made for their regulation. In vol- 
imies XVI and XVIII will be found the main pro- 
visions of the laws regulating the issue of bank notes, 
the holding of necessarv reserves, the checks upon in- 
vestment of savings banks and life insurance com- 
panies. Both the Federal government and most 
state governments have provided for the inspection 
of such institutions in order to see that their patrons 
are duly protected. It is impossible, of course, for 
the average depositor in a bank to guard his own 
interests. He is not able to investigate, nor has he 
the technical knowledge and skill required. 

9. Protection of the public by examination and cer- 
tification of certain professions. — ^Among peoples in 
earlier stages of advancement, individuals have 
usually been free to make their own reputations and 
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to use any means that they thought wise to get them- 
selves before the public. Medicine men, soothsayers, 
fakirs, holy men, by various devices have attracted 
and secured the confidence of others. They have used 
or abused this confidence. They have benefited or 
wronged those who trusted them. They have pros- 
pered or suflFered and have caused their customers to 
prosper and suffer without interference by the proper 
government authorities. At times heads of the state 
or tribe have been their chief patrons ; and sometimes 
in case of discovery of gross malpractice these same 
patrons have inflicted swift vengeance. Even in our 
own country until a late day there has been but scant 
regulation of physicians, lawyers, teachers. Each 
could practice if he could find patrons. 

At the present time, however, all civilized states at- 
tempt to protect the public against fraudulent prac- 
tices. Most states, largely at public expense, pro- 
vide for the training of doctors, lawyers and teachers. 
Physicians are not permitted to practise and to earn 
their living thereby until they have been duly ex- 
amined by properly constituted governmental authori- 
ties and have been certified as duly qualified both by 
learning and by character to practise their profession. 
Similar examinations must be taken before lawyers 
can offer themselves for pay as formal legal advisers 
to the public. Teachers also must pass exammations 
las determined by law and be duly certified before 
they may be engaged by the public authorities to 
teach. In most of our states private schools are sub- 
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ject to inspection by the educational authorities ; and, 
if the results of such inspection show that the school 
has not attained certain standards of excellence, its 
methods and teachers must be changed or the chil- 
dren attending will not have fulfilled the legal regula- 
tions regarding school attendance. 

10, Certification of other servants of the public. — 
In order to protect the public this work of examina- 
tion and certification has been widely extended in 
many directions. Persons are not permitted to run 
steam-engines, nor to act as pilots in our harbors with- 
out licenses given as a result of examinations. In 
most states chauffeurs are required to submit to tests 
and receive a license to nm a motor car. In certain 
states barbers are not permitted to practise their pro- 
fession until after due examination and license. The 
tendency seems to be to extend the laws to practically 
all kinds of occupations where malpractice or mis- 
takes may result in injiu^y to health of individual pa- 
trons who are themselves for any reason unable to 
make proper investigation as to the qualifications of 
those whom they employ. 

Altho protection to the public is the reason usually 
assigned for such laws, the promoters are often men 
in the trade or profession who wish to lessen competi- 
tion by excluding all those who cannot pass such ex- 
aminations. The commercial spirit doubtless in many 
instances works under the guise of the promotion of 
public safety. 

11. Quasi-official prixnleges. — Certain classes in the 



PUBLIC INSPECTION OF BUSINESS 121 

community by virtue of the fact that they have cer- 
tain certificates granted them either by the govern- 
ment or by boards recognized by the government are 
given privileges that are semi-official in their nature. 
Men who have been licensed to preach by the con- 
stituted authorities of their church, whatever its de- 
nomination, are thus recognized by the state. Mar- 
riage in the United States under our laws is a civil 
act, whatever its religious character may be in the 
minds of individual citizens. Because the marriage 
ceremony has very generally been considered a re- 
ligious act, it has seemed wise to the state to give 
the power of uniting a man and woman in marriage 
to certain government authorities, such as justices 
of the peace, aldermen or mayors of cities, steamship 
captains on the high seas and consuls abroad, as well 
as to ministers of the gospel. These men are re- 
quired to make retm-ns to the proper public offices 
for record after performing marriage ceremonies. 
Their act of performing the ceremony is recognized 
in the United States as sufficient to make the mar- 
riage valid. In many countries, for instance Ger- 
many and France, the minister is not given such 
power. The legal ceremony must be performed by 
a government official. The religious ceremony, in 
the case of people of the well-to-do classes, is purely a 
ceremony for the satisfaction of the parties concerned 
and has no legal validity. 

Such grants of pow^r are, of course, beneficial in 
many ways, primarily, however, in that they afford 
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personal satisfaction to large numbers of people in 
the community and serve also to encourage the main- 
tenance of religious feeling. It is a good thing to 
have the sanction of the chiu-ch. On the other hand, 
however, persons whose main business is not to per- 
form such formal legal duties are often very remiss 
in carrying out their work. It is very desirable that 
proper records be kept in public offices of births, 
deaths and marriages. Physicians whose duty it is to 
register births and deaths and ministers who should 
record marriages are often careless in making re- 
turns, and in this way public interests suffer. Gen- 
erally speaking, business is better performed by a man 
who devotes his time to it instead of by one to whom it 
comes as a mere incident. 

12. Limitations of inspection. — ^As has already 
been intimated, government inspection of late years 
has been greatly extended and seems likely to enter 
many fields that have hitherto been considered strictly 
private. Sanitary inspectors enter our houses to look 
over the plimibing; our children are submitted to ex- 
amination of eyes, teeth and skin in school ; our births, 
marriages and deaths are recorded and certified to by 
public authorities. Where shall the limit be? It 
seems clear, in the first place for business reasons, that 
in order not to hamper individual initiative, but rather 
to stimulate invention and creative thought, govern- 
ment supervision and inspection should be limited as 
much as can be done without detriment to the public 
welfare. On the other hand, the interests of indi- 
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viduals are so intertwined in business ; and, especially 
in the great cities, the acts of each individual are so 
likely to affect the welfare of his neighbors without 
any possibility of their defending themselves against 
infection and other forms of injury, that public wel- 
fare demands inspection wherever carelessness or the 
vicious intent of individuals may seriously injure 
others. 

Not only business and health demand careful con- 
sideration whenever the question of public inspection 
is raised, but social and ethical reasons require care 
no less. The privacy of the individual is a right that 
should be protected as far as possible. The intimacy 
of the home ought not to be imnecessarily invaded. 
An individual cannot grow morally any more than he 
can grow physically if he is continually hampered and 
if he is not allowed the free exercise of judgment and 
decision — and yet he must not be permitted to injure 
his fellow men. The rule for a limitation of govern- 
ment inspection must insure public welfare while at- 
taining at the same time the best development of in- 
dividual citizens. 

REVIEW 

Explain the need of standards in buying and selling; also the 
business need of the standard of time. 

How are the records of the standards of lengthy weight and 
volume determined and preserved? 

What is a dollar? 

Is it essential that standards be maintained by governments 
or may individuals or associations of business men fix and main- 
tain them? 

XXIV— 10 
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In what way does the inspection of meats affect the export 
trade of the United States? 

What are the essential provisions of the United States Food 
and Drugs Act? 

Why do the provisions of pure food laws increase the cost of 
foods? 

Ought Christian Scientists to be permitted to treat sick people ? 
Why? 

Ought teamsters^ accountants^ salesmen, grocers and street 
cleaners to be compelled to take out a government license before 
doing their work ? 

Ought clergymen to be permitted to marry people until they 
have secured a marriage license from duly constituted authori- 
ties? 

What limitations would you place upon governmental inspec- 
tion of business? 



CHAPTER VII 

LABOR LAWS: SAFETY AND SANITATION 

1. Nature and importance of contracts. — The ad- 
vantage for people in living together in societies, as 
they do, rather than each apart by himself, comes 
thru their doing things for one another, thru their 
serving one another and exchanging their possessions 
and not each doing all things for himself. It is a 
commonplace of thoughtful observation, as well as a 
great principle of social science, that the more people 
do for one another, the more they can progress. But 
when people agree to do things for one another they 
make contracts: each becomes entitled to receive 
something, and each becomes bound to do or to give 
something in return. A wise man, Sir Henry 
Maine, has said that the profound difference between 
societies in early times and at present is that then 
they were based upon status, whereas now they are 
based upon contract. That is, formerly people were 
born into their positions, occupations, duties and 
rights, while now they choose them. Then custom 
decided what they were to do for one another: now 
contracts decide. 

2. Importance of labor contracts. — Contracts in un- 
counted niunbers are made every day, contracts of 
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purchase and sale, contracts of lease, contracts of 
marriage, and among all the rest contracts of labor. 
And these last are not the least important for the 
life and health of society. The values directly in- 
volved in American labor contracts cannot amount to 
less than $1 0,000,000,000 yearly. Yet even these vast 
figures indicate but imperfectly the extent to which 
all classes and all interests are affected. Labor con- 
tracts are truly of vital importance to all. It is not 
too much to say that upon the wisdom, fairness and 
fidelity with which they are framed and carried out 
depends the continuance of civilized social life. 

Labor contracts, of great importance to all classes, 
are of greatest importance to the laborers themselves 
and to those dependent upon them. Their lives are 
affected by other influences, in their own characters, in 
the physical and social atmospheres in which they hve, 
in their opportunities for education and enjoyment, 
in the character of the government imder which they 
live, and in many another economic, social and politi- 
cal circumstance. But the labor contract has a wider 
reach of influence than is always realized. Directly 
it determines wages, tasks and hours; indirectly it 
determines a great deal more, all of the varied con- 
ditions under which the labor is to be performed, the 
physical environment, the responsibilities, liabilities, 
right and all the rest. Only a few of the terms of 
the labor contract are stipulated between employer 
and employe ; other parts are read into it by natural 
conditions and by the law of the land. 
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8. Necessity of public regulation. — Owing to the 
variations in public opinion and to the fact that not 
all men are of the best intentions, the regulation and 
enforcement of contracts have come to be one of the 
most important functions of government. 

The policy of foreign lands regarding regulation is 
generally broader than that of the United States, all 
measin-es that promote the general welfare being 
within its scope without constitutional limitations. 

4. Constitutional limitations in the United States. 
— In the United States, however, our earlier consti- 
tutions were framed at a time when there was great 
jealousy for personal hberty and rights, so that many 
constitutional guarantees have been provided against 
encroachments by the government or by other indi- 
viduals. The American courts likewise have shown 
an inclination to interpret this constitutional limita- 
tion rigidly, so that many attempts to promote the 
welfare of laborers in ways that seem to limit the 
right of individual contract have been declared un- 
constitutional. 

The courts, however, have upheld the right to as- 
sume control over service of many kinds thru the 
power granted to Congress to regulate interstate com- 
merce. It has even gone so far as to uphold a law 
excluding children from a great part of industrial 
employment by prohibiting the carriage of their prod- 
ucts in interstate commerce. 

Of late years also, under tHe so-called police power 
of the states and of the Federal government, the 



128 BUSINESS AND THE GOVERNMENT 

Legislatures and Congress with the approval of the 
courts have been able to place many kinds of indus- 
tries under rigid control for the welfare of the people, 
even when such control limited strictly the liberty of 
contract. By the government, buildings are de- 
stroyed to check fires, diseased animals are killed, per- 
sons liable to spread contagion are confined closely 
under quarantine, even for long periods of time, 
weeks or months. 

5. American labor policy. — America has only of 
late years been foremost in the industrial world. 
Even yet we cannot be said to have any definite or 
uniform labor policy. There can be no doubt, how- 
ever, that there has been for the last few years a 
definite trend toward limiting more and more the 
freedom of contract with laborers in behalf of public 
welfare. The most important limitations apply to the 
work of women and children, which will be discussed 
in a later chapter. The Federal government forbids 
the importation of aliens under contract. Some states 
forbid the employment of aliens by the government. 
To provide for public safety there are laws forbid- 
ding in certain callings the employment of the in- 
temperate or the color-blind. Wages are protected 
against attachment. Often they must be paid in 
lawful money, and the frequency, time, manner and 
even place of payment are regulated. In all these 
and other ways it is seen that the government modifies 
materially the labor contract, tho in general there 
has been the assumption that individual liberty, at any 
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rate of adult males, is an important element of wel- 
fare. 

6. Experience as a guide. — For the development 
of a labor policy it is desirable that not too much 
haste be made in legislation mitil the experience of 
other states and coimtries can more surely point the 
way. In interpreting such experience care must be 
taken to note how different conditions aflFect the ap- 
plication of laws. With due care given to such in- 
terpretation, it is probably promotive of public well- 
being to extend somewhat further than at present 
the range of government interference in the labor 
contract. Regulations, even close restrictions, may 
enlarge real liberty. Liberty is not mere freedom 
from control by governments and laws. It is free- 
dom from control of all kinds; by government, by 
other individuals, by natural forces, by any restrain- 
ing influences. Freedom, as government should pro- 
mote it nowadays, is rational freedom for all; and 
regulation may enlarge liberty by giving to some 
more than it takes from others. Traffic regulations 
and the restraining hand of the traffic officer increase 
the freedom of movement thru city streets. Like re- 
straints increase the freedom of exit from burning 
theaters or factories. 

7. Results of regulation. — ^Public regulation of the 
labor contract has not been in every respect a blessing; 
but, as a whole and in its broad results, its benefits 
are not to be doubted. At the very times when na- 
tions have developed most their regulations they have 
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usually shown greatest economic advancement and 
prosperity, tho evils have seemed at times to develop 
alongside. So it was in England, in Germany and 
in the United States. Within our own coimtry the 
states which regulated first and most, as Massa- 
chusetts and New York, have not suffered generally 
in competition with other states. 

Particular measures, such as workmen's compensa- 
tion, dreaded by some as carriers of ruin to industry, 
seem now to have helped rather than injured business. 
It is not good business to waste himian capital. It is 
good business to take the best possible care of those 
who work. 

8. Regulations not perfect. — ^Much remains to be 
done in the better formulation and administration of 
regulations. Especially is this true in the United 
States. Laws here must be made more imiform, 
either by concerted action among the states or by. 
the transfer of power to the national goverment. 
Stronger and wiser administration must be effected. 
Not ephemeral legislatures but industrial comimis- 
sions with more of permanency in their make-up must 
fix details of policy. Many other changes there must 
be. 

9. More regulation especially regarding safety and 
sanitation. — The tendency of this democratic age is 
toward more and more of regulation. Wise men, em- 
ployers and business men with the rest, will place the 
emphasis upon united action for wiser regulation. 
The chief interest of all thoughtful men should of 
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course be to keep themselves in condition to render 
the greatest service. It is therefore to be expected 
that the first regulations, the most stringent regula- 
tions, and those most certainly upheld by public senti- 
ment and by the courts are those that have to do with 
safety and sanitation. 

10. New perils in modern industry. — Quite be- 
yond doubt is it that the world is better off now than 
ever it was in the past. Quite as certain is it also 
that the gains in modern life are due in great part to 
changes in industrial methods, which were massed 
most wonderfully in the latter half of the Eighteenth 
Century and the first years of the Nineteenth and 
which accomplished then what is called commonly the 
Industrial Revolution. Since then the production of 
aU good things has been much more rich and vaxied. 
The material needs of men are met much more gen- 
erously; and there are greater resources and greater 
opportunities for the development and gratification 
of higher needs, the intellectual, the aesthetic, the^ 
spiritual. 

And yet the Industrial Revolution was not an un- 
mixed blessing. Modern industry is not in every re- 
spect happier than that which preceded it. There 
are new difiiculties, troubles and dangers for all 
classes. And not the least serious of these are the 
new perils to life, to limb and to health which mod- 
em industrial workers have to face. 

It is not likely that life, limb and health, on the 
whole, were safer in olden times. Then, neither work- 
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ing people nor other classes knew much of individual 
or social hygiene; nor was there much medical and 
surgical knowledge and skill. Consequently, diseases 
still to be dreaded and devastating plagues now im- 
known took frightful toll in human life. It is proved 
that people live longer now. Undoubtedly the pub- 
lic health is better. And, if all this is true of the peo- 
ple as a whole, it must be true also of the working 
classes, for these make up much the greater part of 
the total population. But our gains in length of life 
and in soundness of health have been secured chiefly 
by improved sanitation and by advances in medical 
and surgical skill. 

In former times wage-earners had no abundant 
supplies of wholesome water, no serums for the cure 
of diphtheria or lockjaw, no antiseptics in disease 
and surgery, no public hospitals. But they lived 
more simply than now, more scattered thruout the 
country, more in the open and more in Nature's way ; 
they had a pleasant and healthful alternation of oc- 
cupations or of particular tasks; they worked more 
slowly ; and they were not so much exposed to harmful 
substances and to dangerous instruments in their 
places of work. Seldom did they work in poisonous 
fumes, or in the dust of emery or steel. They never 
were caught and crushed on revolving shafts or 
shocked to death by electricity. They never were 
bruised or killed by railway trains. And yet in pro- 
portion to their number possibly as many died from 
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typhoid, were killed by falling trees and vicious ani- 
mals or will beasts as now lose their lives. 

11. Dangers in present industrial methods. — The 
perils just mentioned are but a small part of the 
dangers in the environment of the typical industry 
of the present. The modem workers are massed in 
densely populated communities. They are massed 
again in crowded work-places. Machinery is thick 
about them, and it moves with amazing speed or with 
resistless force. Light, sometimes even air and space 
are inadequate. Materials and instruments of work 
fill the atmosphere with minute and deadly particles, 
fibers from textiles, dust from stone and metal, fumes 
from acids, microbes from skins and hair. Heat may 
be lacking; more often it is excessive. Humidity, 
even pressure of the atmosphere must be adapted to 
the needs of production. Deep in the earth or water 
and far above its surface work must go on. 
' 12. Accidents in industry. — A part, and only a 
part, of the perils of modern industry can be meas- 
ured by the figures of accidents suffered in the course 
of employment. Accident statistics for most por- 
tions of this country are not yet to be had with any 
fulness; they are accumulating slowly thru the ad- 
ministration of the workmen's compensation laws. 
But enough is known already to show that the killing 
and maiming of American employes is very great. 
The most careful and skilful late estimate shows not 
less than twenty-five thousand killed each year at their 
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tasks and 700,000 seriously injured. The number of 
those less seriously injured runs into the miUions. 
Mining, railroading and construction kill their thou- 
sands each year. So does agriculture also, with its 
very great numbers employed. 

There can be no need here to enlarge upon the sig- 
nificance of such facts. There is frightful loss in the 
annual destruction of tens of thousands of produc- 
tive human machines and the temporary or perma- 
nent disablement of millions more. And the pain, 
the grief, of the sufferers and their families, which 
may be put aside for the moment, ultimately must 
come back into the reckoning, even of material losses. 
The blighting of families and hves makes for a lower 
quality in the man and the citizen, and in the pro- 
ducer. All this is true; so true, that it can hardly 
be exaggerated. The mistake often made is the as- 
sumption that it is worse than what preceded. This 
is recorded, that was not. These numbers are larger. 
Is the total percentage of loss greater? 

13. Burden of sickness among employes. — If one 
might make a fair computation of the direct money 
loss to the country because of industrial accidents, he 
would find his total in the hundreds of millions of 
dollars a year. But the losses thru sickness among 
workers and their families are the greater. A recent 
and carefully prepared estimate of the yearly cost of 
sickness among those gainfully occupied stands at no 
less than $750,000,000. Not all of this is from the 
sickness of employes. Still less of it can be charged 
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against employment. But some part is due to em- 
ployment and its circumstances. There are indubit- 
ably unhealthf ul circmnstances of many employments ; 
and to these the employes are exposed during half 
or more of their waking hours in the periods of their 
employment. 

14. Employes not responsible for accident or sick- 
ness. — To the extent to which this arises from his em- 
ployment, the employe is not wholly responsible. Ob- 
viously, it is the employer who is primarily responsi- 
ble for the conditions of his work-places. He se- 
lected and developed the work-place; he determined 
how it should be made and equipped and how it should 
be managed. By the entirely harmonious evidence of 
all reliable reports it appears that very many, possibly 
most industrial injuries are due to the so-called nat- 
ural or inherent risks of the industries. 

There is no question to be raised here and now as 
to blame for the employer. And certainly it cannot 
be said that employes are always perfectly careful 
against accidents or disease. In fact, the indiffer- 
ence to danger shown by experienced workers — ^by 
these often, tho not always, rather more than by be- 
ginners — is proverbial. Nor is it of consequence here 
to discuss whether or not varying rates of pay propor- 
tionately compensate employes for different degrees 
of hazard in their work. The solid facts remain se- 
cure. Partly from carelessness of known risks, 
partly from sheer ignorance of the risks, and partly 
from the need to make a living, workers do face 
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dangers. Consequently, they are injured and they 
fall sick. That is the evil. And yet again let us 
note that a tone of unjust blame often blends with 
the recital of these facts. Let us not forget that 
these same people — and the rich employers as well — 
often take risks, sometimes equal or greater risks, in 
their pleasures — canoeing, football, himting, skating 
and automobiling. 

15. Employers did not provide safety. — There are 
adequate explanations of the employers' failure to 
protect adequately the lives, limbs and health of their 
employes. They believed, as did many others, that 
workers were free and should be left free to look out 
for their own safety. They did not know how to 
safeguard their work-places. They often did not 
realize the dangers. It would not have been natural 
or himian if all these things had been realized at 
first. Such developments are a matter of time and 
expense. 

The severity of modem competition made it very 
difficult, in a sense one may say impossible, for in- 
dividual employers to make and keep their work- 
places safe. To instal safety devices meant outlay 
and possibly at times a real, even a very serious cur- 
tailment of profits. Accordingly, the competitor who 
was least concerned about the safety of his hands was 
often the strongest contender in the market. It 
was at bottom for him a question of money. Thus, 
workers and the kindly, just employer had to suf- 
fer. 
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16. Government assumes duty of protection. — 
When the impairment of the public welfare, with the 
increasing nmnber of workers and their increasing 
consciousness of power, became too great to be disre- 
garded longer, government began to make provisions 
for safer and better places of employment. There 
was at first no conscious adoption of a new policy. 
Little by little, as a recognition of definite evils might 
compel, specific requirements were imposed in one 
industry after another. Naturally, England, the 
earliest seat of the new industry, first experienced 
its dangers as well as its advantages. And it was 
f ortimate for the world that the first and greatest 
model of governmental interference for the protec- 
tion of employes was worked out — one cannot say de- 
vised — ^with characteristic British common sense, with 
the cooperation of the best employers. 

It is customary to say that the British factory acts 
began with the Health and Morals Act of 1802, 
which required the whitewashing of the rooms occu- 
pied by apprentices in textile mills, and certain other 
modest provisions for the health and decency of those 
young workers. Thereafter, step by step and al- 
ways to meet a known evil, the British factory acts 
were developed into a broad system of regulations 
for the safety of all classes of workers in all kinds 
of industry. 

Other countries have followed the course of Eng- 
land. And sooner or later every individual nation 
has felt constrained to adopt a policy of govern- 
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mental provision for the health and safety of em- 
ployes. 

The United States was not prompt to adopt the 
new policy. But the change came for us in the years 
immediately following the Civil War; and our rapid 
advance to the front rank of industrial nations has 
had as one of its consequences the development here 
of a system of safety laws not unlike, tho often not 
quite so radical as those of foreign lands. 

Nearly every class of our laws in this field was 
opposed and attacked as an unconstitutional viola- 
tion of the guaranteed hberty of the employer or the 
employe. But to a greater degree than most labor 
laws the laws for health have survived hostile criti- 
cism. The great body of them are of undoubted val- 
idity. At the present time the employers, volim- 
tarily in many cases, are going far beyond the re- 
quirements of the laws. 

17. Industries covered. — The conditions which have 
been taken as justifying an interference of govern- 
ment for the protection of employes naturally call 
for more interference in some industries than in 
others. 

Mining, in particular, has been subjected to the 
most minute regulations. Partly, perhaps, the rea- 
son is because the perils of working under ground are 
well known and vividly realized; partly, doubtless, 
it is because the processes of mining are rather more 
simple and less varied than the processes of manu- 
facturing and thus yield themselves better to prescrip- 
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tion, But^ for whatever reasons, the processes of 
mining often have been regulated minutely. 

The comparative neglect of agriculture is notable. 
It rests upon the assumption that the need for pro- 
tection depends not upon the numbers of the em- 
ployes who may be in danger but upon the degree to 
which they may be grouped within an occupation. 
Yet more are killed each year in farming than in 
mining. 

18. All classes of employes included. — It was the 
early practice of the British government to assume 
that the adult male employe was pretty well able to 
look out for himself. This principle, gradually 
abandoned in the land of its development, still has a 
considerable measure of acceptance in this country, 
where there are many more laws for the benefit of 
female and youthful workers than for men. But 
safety measures, both volimtary and compulsory by 
law, for the protection of the adult male are now 
adopted in this country, as in others, with the utmost 
freedom. 

19. Prohibition not common. — ^Despite the grave 
dangers attending many of the operations of modern 
industry, there is little of out-and-out prohibition in 
other countries and less in this. The elimination of 
poisonous white phosphorus from the match factories 
is a recent achievement of the American Congress; 
and this and other deadly materials are prohibited in 
foreign lands. 

For the most part, exclusions from certain types of 

XXIV— 11 
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industrial labor apply to women and children, and 
to positions in which these might suffer bodily or 
moral injury, as in mines, bar rooms and a number 
of other places, as well as in night work. For the 
protection of both themselves and their fellow em- 
ployes, sometimes of the public as well, children and 
women are often excluded from the cleaning of mov- 
ing machinery or the running of elevators; intem- 
perate or inexperienced men from railway train serv- 
ice ; inexperienced or unlicensed men from positions as 
mine foremen. 

20. Regulation rather than prohibition — its gen- 
eral character. — ^Rather than to prohibit dangerous 
employments government nearly everywhere and 

* nearly always prefers to regulate them in such way 
as to eliminate or minimize their dangers and retain 
the benefits of their products and services. And of 
regulation there is no end. Evasions everywhere, and 
in this country constitutional objections time after 
time have necessitated revisions and new phrasings, 
until the mass of safety laws, ordinances and rules in 
the great industrial states has passed beyond the 
understanding of most minds. 

21. Accidents most regarded. — ^Altho the earliest 
of the British factory acts, the Health and Morals 
Act of 1802, was for better sanitation rather than 
for the prevention of accidents, it is safety from ac- 
cident rather than from disease that has been more in 
the minds of those who have shaped the policies of 
states, at least until within a short time. 
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It would profit nothing here to attempt to show 
the full range of present measures for the pre- 
vention of industrial accidents. This can be seen 
in full detail in compilations of the United States 
Bureau of Labor and in manuals which have drawn 
upon them. One may rest upon the statement that 
in the most advanced communities every part, step 
and phase of the construction, equipment and use of 
factories is covered, and that other work-places, mines, 
yards, railways and the rest are less closely attended 
to only as their nature requires or permits less at- 
tention. Competent foremen and fellow workmen 
must be engaged, with especial regard to the qualifica- 
tions of those in positions of critical importance. 
Even the numbers to be employed are fixed in the 
"full crew" laws. 

22. Occupational diseases. — Those diseases known 
as occupational, which are due to the materials or 
methods of particular employments, recently have had 
much attention from government, as their sad con- 
sequences have become better known. Against some, 
as "phossy jaw" and lead poisoning, provision may 
be made by the prohibition of the use of phosphorus 
and lead; altho as yet only the former material has 
been banished in the United States. The exclusion 
of susceptible persons from working with lead has 
been the method followed in that case. For those 
who work in compressed air a beginning has been 
made, in New York and New Jersey, with very defi- 
nite requirements of a gradual passage to and from 
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the abnormal atmosphere and of limited work-periods 
in it. In the United States there are as yet no spe- 
cific safeguards against the greater number of known 
occupational diseases. 

23, General diseases. — A moment's thought will 
make it. clear that no broad line can be drawn between 
occupational diseases, or industrial diseases as they 
are often called, and others. 

From the very beginning of safety laws, not only 
in England but everywhere, no small part of the 
regulations imposed have been designed to preserve 
the general strength and health of employes. To 
this end there are many provisions for ventilation, 
sanitation, for toilet conveniences, for seats for op- 
eratives whose tasks permit sitting, against eating and 
sleeping in work-rooms, and against unduly pro- 
tracted hours. 

24. Safety thru workmen's compensation. — No ac- 
count of the safety policies of modem governments 
would be complete without a mention of workmen's 
compensation. Altho compensations have been pro- 
vided professedly, nominally, in the first instance for 
the mitigation of the consequences of accidents, it 
has been expected that the employer's obligation to 
make payments for all accidents would render him 
more anxious to prevent them. And the expectation 
apparently has been realized everywhere. 

The true net result of all these attempts of govern- 
ment to promote the safety of industrial workers is 
not unmistakably clear — at least it is not obvious. It 
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is clear that the effective validity and the results of 
governmental measures of safety have depended 
everywhere upon the intelligence and skill with which 
the need for them has heen ascertained, upon the wis- 
dom with which they have been determined, and upon 
the alertness and energy with which, in cases of need, 
they have been enforced. 

A natm^al, early and common part of administra- 
tion is the requirement of reports of accidents and such 
diseases as may be definitely charged to the employ- 
ments. Definitions of accident, the degrees of se- 
riousness which have held accidents under ofiicial no- 
tice, have varied widely, as have the required fulness 
and promptness of reporting. In the greater num- 
ber of American jurisdictions there is still much to 
be desired in all these respects. But the workmen's 
compensation laws have done a great deal to improve 
conditions. 

25. Public inspections. — The earliest safety laws 
contained no adequate provisions by which the public 
authorities might learn whether or not dangerous sit- 
uations were continued or ended. Their general en- 
forcement was not committed to any special officers; 
and, in particular, there was no provision for compe- 
tent, thoro and frequent inspection of work-places. 
The consequent and complete nullity of the laws 
forced a new policy. 

The public inspectors of work-places were not at 
first chosen in adequate numbers, and in this country 
they not infrequently were chosen rather for their 
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supposed importance in the work of partisan politics 
than for their ability to know conditions of safety in 
factories. Moreover, charges were frequently made 
— and they have not yet entirely ceased — ^that inspec- 
tors were not above receiving bribes to hasten their 
work and not to see things unpleasant for the em- 
ployer or owner to acknowledge. Of late, however, 
there has been a marked improvement in the quality 
of American inspectors, as well as a considerable in- 
crease in their numbers. Their powers of entry and 
access have been enlarged. And, notwithstanding a 
greater readiness of employers to respond to the re- 
quirements of the laws, their services have come to 
be counted as strictly essential, in suggestion and 
guidance, if not in enforcement. 

26. New industrial commissions.— rJioih the char- 
acter and the administration of the safety laws 
have been bettered in the United States by the recent 
establishment of industrial commissions, to which are 
intrusted the general administration of the labor laws 
and, in particular, the development and application 
of rules of safety. 

The essential function of the new administrative 
board is the same in every field. Both because they 
are not always in session and ready to act and because 
they have no close technical knowledge of industrial 
equipment and methods, legislatures are hopelessly 
incapable of keeping their laws adjusted to the 
rapidly changing conditions of the time, whether in 
the factory and in the mine or elsewhere. It is con- 
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ceivable that some of the American legislatures have 
been perfectly wise in specifying the contents of first- 
aid kits for every variety of occupation ; but it is not 
conceivable that the best of known instruments and 
appliances now will be the best until the legislature 
convenes again. The illustration is but one of hun- 
dreds which might be given. 

The wiser new course of the legislature is to lay 
down general principles of regulation only and — 
quite after the European fashion — ^to commit their 
elaboration into detailed requirements and their ad- 
ministration to a somewhat permanent board, which 
will have or will develop in its permanent technical 
staff the best and latest knowledge and skill. In the 
field of labor this board is the industrial commission. 
It will know whether the same first aid is adapted to 
a blast furnace and a candy factory and whether the 
instruments, lotions and other appliances for the best 
treatments are the same as they used to be. 

27. Results of regulation. — One cannot well doubt 
that the efforts of modern governments have accom- 
plished something for the greater safety and health 
of employes. It is true that, in the broadest view, 
there does not appear to be as great reduction in the 
numbers killed and injured, perhaps in the ratio 
of injuries to the numbers employed as might have 
been expected, but there is a decided improvement. 
And there are reasons why no great reduction should 
be expected. Safeguards and safety rules are still 
imperfect. They are as yet imperfectly accepted and 
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applied. Machinery becomes ever more rapid and 
more powerful. And — ^this of much significance — 
accidents are coming to be noted and recorded more 
fully, as society has imdertaken to look out for them 
and as the injured have been assured of compensa- 
tion upon making their injuries known. 

It is certain as anything can be that most of the 
measures for safety have been well calculated to ^ at- 
tain their end. It is certain that there is often a. ma- 
terial gain, and also that employers are deriving great 
personal satisfaction from the consciousness that they 
are protecting employes. It should not be forgotten 
that great corporations, like the United States Steel 
Corporation, maintain special safety departments, 
with safety committees in which employes and officials 
work in imison to promote the safety of employes; 
that many thousands of dollars are spent yearly in 
this work; that the percentage of accidents has been 
steadily decreasing and that the measures taken often 
go far beyond the requirements of the laws. And 
it is also certain that when all unite, employers and 
others, in a common effort to preserve workers, pro- 
ducers, there will be a greater profit for all. The 
world cannot destroy its producers without losing, 
and it cannot preserve its producers without gaining, 
without gaining in wealth. The wise employers see 
this and are working actively toward that end. 

Intimately connected with the certain gain in wealth 
is the prior gain in that which is above wealth, in the 
lives and vigor of men. This alone must hold the 
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governments of the world as well as the employers in 
their present eom-se. The world, both rich and poor, 
is now too kind, as well as too democratic, willingly to 
sacrifice hmnan life for money. Proof follows proof 
of this. There is proof in every city shaken by earth- 
quake or swept by fire, in every region desolated by 
floods or wasted by famine, in every country ravaged 
by war. 

28. Promise of the future. — There is, therefore, 
no reason to expect that governments will do less 
in the future than at present for the promotion 
of industrial safety; rather they will do more. None 
but the anarchist, who woul^J have no government at 
all, denies that the state ought to look out for the 
lives and safety of its members. Even the strictest 
of the theorists declare that the first essential func- 
tion of government is protection of the person. They 
were thinking most about attacks by hostile states or 
armies or by highwaymen, assassins and other men 
of violence. And in early times these were the physi- 
cal perils most to be feared — at least they were most 
feared. But in all normal times of the present age 
murderers, robbers and invading armies are much 
less dangerous than microbes, contaminated water, 
unguarded cog-wheels, unfenced belting, smooth and 
imrailed stairways, imperfectly insulated wires and 
projecting set-screws. 

The scope of governmental interference for indus- 
trial safety has broadened thru many years. It must 
continue to broaden. New methods and greater new 
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machines will carry new menaces. More of knowl- 
edge, more of democracy and more of altruism will 
impose more rigid standards of safety, and the most 
enlightened employer both from thoughtful self-in- 
terest and from moral inclination will not only follow 
the laws, but will gladly outstrip them. 

REVIEW 

In what ways does the article of the United States Constitu- 
tion giving the central government the power to regulate in- 
terstate commerce affect the labor contract? 

What is understood by the police power of the state which 
enables legislative bodies to limit labor contracts? 

Ehumerate some of the chief regulations of the labor contract 
affecting sanitation and safety. 

What are the reasons why compensation to workmen for acci- 
dents should be made a burden upon the industrial plants con- 
cerned ? 

W^hat is meant by the Industrial Revolution in England? 
Compare briefly the times before and after the revolution? 

How far are employes or employers responsible for accidents 
to workmen? How far are they an inevitable result of the in- 
dustry ? 

Compare the laws of the United States for protection against 
accident with those of England and of other countries. 

What practices are prohibited by laws for the physical or 
moral protection of workmen or workwomen and children? 

Indicate the character of the industrial commissions established 
in the United States and their duties. 



CHAPTER VIII 

LABOR UNIONS 

1. Labor unions of recent origin. — The labor union, 
as it now is known in all advanced industrial com- 
munities, is substantially a new development in the 
world, an outcome of the new industry of modern 
times. It has no real connection with the well-known 
trade or craft gilds of medieval Europe, for those 
were associations of masters rather than of employes 
and had other important objects as well as the in- 
dustrial advantage of their members. Nor can the 
modern union fairly be connected with the occasional 
workmen's associations of which antiquarians have 
found traces here and there in the early history of 
several countries, England among the rest. At the 
earliest, its origin can be traced no farther back than 
the earliest part of the Eighteenth Century, a time 
when the conditions of modem industrial life were be- 
ginning slowly to develop. 

2. Origins of the unions. — Even in the Eighteenth 
Century, however, unions of employes were rare and 
of slight importance. It was not until the great in- 
ventions and discoveries of the latter half of the Eight- 
eenth Century and the first years of the Nineteenth 
had revolutionized production and employment and 
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had fixed the conditions of industrial life substantially 
as we see them now, that the unions commanded the 
earnest attention of society and government. Then 
their rise was natural, inevitable. 

Then for the first time was the employe thrown 
upon his own resources. His position was no longer 
that of status; it was fixed by contract. Most em- 
ployment, aside from that in agriculture, was in new 
occupations, in new localities and in new technical 
and social environment. The worker's duties, his 
hours, his pay, his incidental advantages or disad- 
vantages were no longer settled for him by custom. 
Everything that he was to do or to get was coming 
to be fixed by contract. Tho when highly skilled he 
was strong and independent, individually he was 
usually a weak bargainer, ignorant, poor, one of many 
to make terms with a single employer, and driven 
hard by the needs of himself and his family. He 
could do little more than accept such duties, such 
wages, and such places, hours and conditions of em- 
ployment as might be offered him. 

And the typical employer of the new regime would 
naturally under untried conditions at first offer no 
more than he must. He, too, was a new man in a 
new position. Usually he had not been born and 
reared in intimate association with his work-people. 
Many of the employers knew nothing of the maxim, 
^^noblesse oblige/^ altho, of course, there were numer- 
ous individual exceptions. Apparently some felt no 
obligation to deal generously, kindly, or even fairly 
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with the strangers whose labor they bought. There 
were rich prizes for those who could accomplish most 
and accumulate most, great wealth and its resultant 
social and pohtical advantages. 

Naturally, therefore, the plight of the industrial 
laborer was often sad. Few provisions at first were 
made for the comfort, health, or safety of the workers. 
Few could be made; for neither masters nor men 
knew the ways of safety. Neither knew even the 
dangers of the new industry. And the workers suf- 
fered for the common ignorance. Wages were very 
low. Hours were as long as the needs of both em- 
ployers and workmen might dictate and human 
strength might endure. 

It is not in man, imless completely crushed, to suffer 
such conditions without struggle for relief. Accord- 
ingly, the men began to come together for mutual 
help, and that was the beginning of the modem or- 
ganization of labor. Especially favorable to the for- 
mation of the imions was the new massing of great 
nimibers in close proximity one to another. The 
meeting, discussion and concerted action which are 
essential for the establishment and maintenance of 
unions would have been much more difficult, prac- 
tically impossible for men scattered about the coun- 
try, as the greater nimaber of laborers of all trades 
were formerly and as agricultural laborers are still. 

8. Growth and present extent of v/nions. — The rise 
and growth of labor unions have been attended by 
many difficulties, but in spite of the ignorance, weak- 
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ness and poverty of promoters and members, in spite 
of the lack of adequate leadership, of the indifference, 
prejudices and opposition of the public, and of the ac- 
tive and determined hostility of employers, they did 
establish themselves, and they have grown to be a 
powerful influence in the business world. Now, after 
something like a century of secured existence, they 
number millions of well organized and determined 
members, they have large accumulated funds and 
many leaders of high character and great ability, and 
they enjoy no small measure of popular sympathy. 
In each of the three most advanced industrial coun- 
tries, the United Kingdom, the United States, and 
Germany, they have a membership of some three mil- 
lions or so. In other and smaller countries their num- 
bers are smaller, altho in some they are a greater part 
of all employes. 

Even where labor is organized most widely, the 
unions include but a small minority of all workers, 
and in some occupations their movement has made 
only a little headway. In the United States the 
union men are not far from ten per cent of all those 
who work for wages and several of the largest trades 
are substantially unorganized. The millions of agri- 
cultural laborers, and personal and domestic servants 
are kept from organizing by their remoteness from 
one another or by their lack of interest or motive, 
perhaps by both. Others remain unorganized for 
diverse reasons. And the failure of the unions to 
make appreciable growth in the most recent years 



LABOR UNIONS 163 

may perhaps be taken as evidence that their organiza- 
tion has reached something Uke its natural limit. 

4. Need of regulation by government. — But the 
unions have become far too large, too powerful, and 
too aggressive to be disregarded by government. 
They have great material and inunaterial resources. 
They have learned when and how to deliver their 
blows most eflfectively. They have able and strong 
leaders. Relatively small tho their numbers may be 
in the grand total of all American employes, they 
include a good part of those employed in certain 
trades which are of vital importance in modem in- 
dustry, as in construction work and in transporta- 
tion. One way with another they often have it in 
their power to paralyze the industry of a community 
or even of the country. Long ago governments 
everywhere have learned the necessity of adopting 
policies of control or regulation. 

5. From suppression to regulation. — In a broad 
way of speaking it may be said that the first phase 
of public policy has been suppression of what seems 
an evil, like monopoly of either capital or labor ; and 
that later a number of practical considerations have 
caused the relaxation of restrictive measures and the 
development of a more or a less close regulation. In 
the United Kingdom, where labor unions and all of 
their problems came earliest, the reversal of policy 
has been more complete than in other lands. Now in 
all lands is seen the unwisdom and the futility of at- 
tempting to prevent men's organizing in an age of 
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organization. And so everywhere employes organ- 
ize, under more or less of regulation. 

6. British experience and its teaching. — The Brit- 
ish conspiracy laws had been enacted largely for the 
protection of trade. And, as labor umions pres- 
ent every outward aspect of conspiracies, it was but 
natiH'al that they should be attacked under the con- 
spiracy laws. Early in the Eighteenth Century it was 
held in a leading case that combinations for the pur- 
pose of securing higher wages were punishable as 
conspiracies; and this principle, without important 
modification, prevailed for nearly a hundred years. 
The common law, harsh as it was, was fortified with, 
statutes, notably with the conspiracy laws of 1799 
and 1800, the latter of which specifically penalized the 
essential activities of all unions, agreements for de- 
manding increase of pay, shortening of hours, or other 
improvement in the conditions of employment. 

But many forces began to work for the relief of 
the unions and their members. The evil conditions 
imder which the new working class lay became mani- 
fest to all. As the workers gained in understanding, 
and as wiser and abler leaders came to the front, an 
increasing temperateness in the unions moderated the 
public fear of them. The greater political power of 
the common people, largely secured and at times much 
aided by the deeply seated rivalries of the landed 
and capitalistic classes, made it no longer possible for 
a British government to disregard the demands of the 
industrial employes. 
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And so, little by little the laws which had ham- 
pered the British unions were done away. The first 
great step in the new direction was taken in 1824, 
others in 1871 and 1875, and the latest in 1906, when 
some remaining restrictions upon the natural and 
customary activities of the unions were abolished and 
the members were held only as individuals for their 
own violations of law. 

7. Early suppression in the United States. — As the 
United States had inherited the British common law 
and also had adopted British statutes against con- 
spiracy, the ground in this country was abeady pre- 
pared for a policy of suppression, as soon as the trans- 
fer of the new industry across the ocean developed on 
this side the Atlantic the industrial employe and his 
class interests. For a considerable period, as it ap- 
pears, labor disputes were of slight importance. 
While the courts generally held that all of the em- 
ployes' combinations of an effective sort were illegal, 
as conspiracies, an adverse public sentiment and the 
slight practical importance of the issues involved pre- 
vented the establishment of a fixed policy of sup- 
pression. And in some states, as New York, old 
conspiracy laws were modified so as to bear some- 
what less harshly upon employes who combined to 
better the terms of their employment by keeping 
themselves from disorder or other specific offenses. 

8. Beginnings of present American policy. — In 
the course of the great industrial revival which came 
in this country after the Civil War and which be- 
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came particularly marked toward the close of the 
century, labor unions multiplied here and grew, as 
in a similar stage of industrial advancement they had 
multiplied and grown in the United Kingdom. 
Here too their rapid growth and their aggressive poli- 
cies often provoked a sharp hostility in employers and 
in public ^.uthorities. Frequently they were attacked 
in court. Again and again the common and statute 
laws against conspiracy were invoked. Statutes were 
enacted which were designed to make it more diffi- 
cult for the unions to indulge in their characteristic 
practices or even to maintain their existence. Anti- 
monopoly laws were so drawn as to cover combina- 
tions of laborers ; and at length the Federal anti-trust 
law, the so-called Sherman Act, which had been 
passed apparently with sole reference to capitalistic 
combinations, was so construed bv the United States 
Supreme Court as to cover combinations of laborers 
as well. 

But as the methods of the unions with infrequent 
exceptions, became less objectionable, and — ^here a 
fact of prime importance — as office-holders became 
aware of the value which the "labor vote" might have 
for themselves, there slowly but steadily developed a 
strong movement for the release of combinations of 
employes from many of the legal restrictions under 
which they stood. Not a few statutes have been en- 
acted to limit the anti-conspiracy laws in their ap- 
plication to labor unions and specifically to legalize 
one and another of the necessary activities of the 
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unions. Much the most far-reaching of these stat- 
utes is the Federal Clayton Act of 1914, which aims 
to exempt combinations of laborers from the applica- 
tion of any and all Federal anti-trust laws. 

9. Policy of American government not yet set- 
tied. — ^As yet it cannot be said that there is any set- 
tled policy of the American governments in their 
relations to labor unions. Even the meaning of the 
Clayton Act is not yet clear. Few indeed are the 
principles which are accepted everywhere. And yet 
some broad tendencies may be observed. It may be 
possible to formulate some of the principles which 
control them. As yet it is not safe to attempt more. 

10. Mere eanstence of unions not threatened. — The 
mere right to exist is nowhere denied American 
unions. There have been one or two cases in which 
courts have sought to dissolve unions, as illegal com- 
binations of capital frequently have been dissolved, 
but no finally effective order of this extreme char- 
acter has yet been obtained. It is thought by many 
that the Clayton Act of 1914 definitely safeguards the 
unions against destruction by Federal authority; but 
good authorities also think otherwise. The fact that 
the typical American union is not only unincorpor- 
ated, but also so informally organized as to have no 
legal entity makes it difficult for even judges to dis- 
solve it. 

Rarely indeed is it that the union is attacked in 
court. Rather it is this or that activity of the union, 
as the strike, the boycott, or the picket. And the 
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distinction is worth remembering. These same ac- 
tivities are not easy for unorganized laborers, but they 
are possible ; and, by whomsoever they are initiated, 
they are equally legal or illegal. Every union is se- 
cure in its existence as long as it limits itself to pur- 
poses of whose lawfulness there can be no question. 
And there are many such purposes, of undoubted 
legality, in the maintenance of systems of mutual 
benefits, in the collection and distribution of informa- 
tion of trade conditions, in the support of legislative 
measures, in the making of collective trade agree- 
ments with employers, and so on. 

11. The strike. — Striking is the union man's war- 
fare. A imion pledged never to strike would be like 
an army sworn never to join battle. The most im- 
portant relations of government to the unions are 
those which affect the right of striking. And upon 
this vital issue American courts appear to be sharply 
divided. The New York Court of Appeals has held, 
by Judge Parker, that the right of one man or of 
many together to quit work is absolute and that the 
reasons for quitting cannot be questioned by others. 
More often, however, it has been held that the quitting 
of work may be permissible or not according to a 
number of conditions or circumstances. Both mo- 
tives and results must be considered. If the strike 
interferes with interstate commerce, it is unlawful. 
Moreover, while a strike for the strikers' gain, in 
wages, hours, or other conditions of employment, is 
lawful, a strike designed to injure the employer is 
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unlawful. This of the mere strike, without boycotts, 
pickets, and the like. 

This is moderately clear. But how shall the line 
be marked between employe's gain and injury to em- 
ployer? Is the closed shop an employe's gain or the 
employer's injiu-y? What about the strikes which 
have four motives? Can judges and juries deter- 
mine the motives of strikers when they are not avowed 
frankly? Or even when they are? And is it not 
holding men in involuntary servitude to prevent their 
striking? 

Perhaps there is a difference between striking and 
quitting work. When a man quits work, he considers 
himself no longer an employe of his former master 
and he goes about his own business. And when many 
men quit work together, they follow a similar course, 
and they do not continue in concerted action for re- 
taining their employment. The right of any man, 
or of all men, to quit work cannot be taken away. 
Very likely the right to strike can : that depends upon 
what is done after the quitting. It is most imfortu- 
nate that the judges, clear-headed as they usually are, 
have riot always made these distinctions plain but 
often have confused the mere quitting of work with 
one or more other activities, picketing, boycotting, or 
what not. 

12. The boycott. — The legality of the strike, as also 
its morality, depends upon the character of the 
measures by which it is supported. And among these 
the boycott is not the least often employed. About 
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it too there has been confusion of thought. As it has 
come to be used in connection with labor disputes, 
the term means the turning of business away from an 
employer whose men have struck, and perhaps also 
from others who have dealings with him, in order to 
help the strikers win their strike. In most of the 
states, boycotts have fallen under the severest judicial 
condemnation as conspiracies. In some few others 
they are not illegal. Probably the principle toward 
which courts are feeling their way, according to which, 
therefore, governmental policy is being shaped, is that 
those directly involved in the strike may turn their 
own patronage from and to whomsoever they choose, 
but that they may not combine to force others into 
line with them by boycotting those others. 

18. Picketing. — Unions place their pickets in the 
way of those who may come to take the places of 
strikers, near the place of work, along adjacent 
streets, or at the steps of incoming trains, and they 
admit no other purpose in the picketing than to in- 
form any who come that there is a strike or gently 
persuade them to remain away. Picketing of that 
character, proved to be such, doubtless is permissible. 
In some states it is expressly sanctioned by law. 
But more often it is held by courts and other public 
authorities that picketing inevitably develops into in- 
timidation and coercion, if not by actual physical vio- 
lence, at least by spoken or implied threats, or by the 
very atmosphere which it creates, and that, for this 
reason, it must be condenmed generally. 
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14. Injunctions in the control of unions. — ^As many 
of the activities of unions may impair the material or 
immaterial property of an employer, and as em- 
ployes ordinarily are not financially responsible for 
damages they may have caused, American courts have 
adopted the practice of restraining strikers and their 
sympathizers from doing this thing or that, from 
striking, from boycotting, from picketing, or from 
doing other and more specific things; as publishing 
certain statements or going here or there. As the re- 
straint is effected by the formidable agency of an in- 
junction, disobedience of which it punishable by im- 
prisonment in the most summary manner, workmen 
have become very bitterly opposed to it. By an 
act of Congress in 1914, the "Clayton Act," and by 
sipiilar statutes in several states there has been a be- 
ginning of legislation to restrict the issuance of in- 
junctions in labor disputes. 

15. Financial liability of members of unions. — ^By 
the decision of a British court in the famous TaflP Vale 
case in 1901, individual members of trade imions were 
held financially liable for the acts of their unions; 
and by the decision of the United States Supreme 
Court in the so-called Danbury hatters' case, finally 
decided in 1915, this same principle is established in 
this covmtry. The situation is made especially se- 
rious for the union men by the fact that, under the 
Federal anti-trust laws, triple damages may be as- 
sessed for any financial injiuy which their acts may 
have caused an employer. 
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16. Equal rights for all, the American policy. — 
Thru all the statutes and court decisions which relate 
to strikes, boycotts, and picketing, or to the persua- 
sions, intimidations, and coercions by which strikes 
may be supported, and, indeed, thru all the laws and 
decisions affecting labor unions and their activities, 
there runs an apparent purpose of government to deal 
equally with employers and employes. Equal rights 
for all is the American principle. The employers' 
blacklist and the employes' boycott are condemned 
equally. The conspu^acy laws apply equally to com- 
binations of capital or of employers and to combina- 
tions of employes. As capital, associated in corpora- 
tions, is held financially answerable for its corporate 
action, so labor, associated in unions is now held finan- 
cially answerable for its united action. 

17. Legal equality and actual equality. — ^But, as in 
the general regulation of the labor contract and in 
all the relations of government to labor, so in the 
regulation of labor unions equality of legal rights 
may not mean equality in actual condition or even 
actual equality of treatment by government. The in- 
dividual employer has great advantages over the in- 
dividual employe in the making of the labor contract. 
The single laborer has no means of support aside 
from his labor, which he must sell regularly in order 
to live, for his commodity, his labor, perishes day by 
day. Failure to conclude a bargain means for him 
the loss of everjrthing, while it means, perhaps, the 
loss of a hundredth or a thousandth of the employer's 
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anticipated gain. And frequently not so much, 
since there are usually many laborers seeking employ- 
ment and seeking it in vain. The single laborer, with- 
out his union, knows nothing of his employer's ability 
to pay, or about the general condition of his business ; 
whereas the employer knows sufficiently the condition 
of the average employe. Thoughtful readers can 
elaborate these differences. The practical effect, 
therefore, of a governmental policy which prohibits 
alike combinations of employers and combinations of 
employes is to confirm and perpetuate the original, 
"natm*al" if you will, advantages of the employer. 

Essentially so it is also in other relations. The 
strike and all of its effective measures of support must 
be so open that government, if it will, can observe, 
punish, and control them. But the employer's look- 
out cannot as a practical matter thus be observed^ 
punished, and controlled. Boycott and blacklist may 
be equally condemned in the statute books; but the 
blacklist can be made entirely effective by means dif- 
ficult or impossible to prevent, by spoken rather than 
written words and by other equally available devices. 

In some relations, indeed, present American policy 
holds the laborer at a legal as well as at a practical 
disadvantage. Corporations, the employers' unions, 
almost invariably are limited in their financial liabili- 
ties, so that members may measure and limit their 
individual liabilities as they will. But the Danbury 
hatters' decision makes the labor union a body with 
unlimited liability for its members. The unions, how- 
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ever, do not wish to incorporate. They feel it would 
subject them to too close supervision and regulations. 
18. Democracy will demand actuid equality. — 
That a nominal equality of treatment for employer 
and employe is not always ati actual equality of treat- 
ment is the firm belief of many, employes and others. 
That a nominal or legal equality may be consistent 
with the continuance of great inequality of actual 
condition will be denied by none. None, therefore, 
should blind themselves to the extremely strong prob- 
ability that the development of American policy in 
the future will be toward a comparative disregard of 
apparent, theoretical, nominal, or legal equality of 
rights and responsibilities for labor imions and for 
combinations of employers. For good or for evil the 
democracy which characterizes our state and govern- 
ment will probably eventually enable laborers to se- 
cure their demand for such arrangements and policies 
as will enlarge even somewhat more the activities and 
powers of labor unions. How soon or how certainly 
such a result may be attained will depend largely 
upon the wisdom of the union and the consideration 
shown by them for the rights and the welfare of the 
public. 

REVIEW 

Where and why did labor unions originate? Give an estimate 
of the extent of labor unions in the United States at the present 
time. 

What actions were taken by the United States and Great 
Britain regarding the labor unions during the first years after 
their establishment? 



LABOR UNIONS 165 

What aggressive actions of the labor unions have been opposed 
by legislation? 

What has been the political influence of labor unions in the 
United States and Great Britain? 

What are the provisions of the Clayton Act of 1914 that af- 
fect labor unions ? 

Indicate the attitude of the United States courts and of the 
state courts regarding strikes and boycotts. 

What is the attitude of the courts regarding injunctions in 
times of strikes? 

What is the attitude of the British and American laws regard- 
ing the financial liability of members of trade unions ? 

Consider the relation between legal equality and actual equality 
of employer and employe. 



CHAPTER IX 

THE EMPLOYMENT OF WOMEN AND CHILDREN 

1. Hiring of women and children formerly infre- 
quent. — A hundred and fifty years ago and more, 
before the era of modern industry, the hire of women 
and children to work for wages was very, rare out- 
side of domestic service. In exceptional cases they 
were. An early English poet gives us a charming 
picture of the textile mill of Jack of Newbury, in 
which scores of pretty maidens' and merry children 
worked and mingled songs and laughter with their 
labor. But all that was exceptional — and poetic. 
For the most part women and children workers 
had only their part in the so-called domestic system 
of industry, under which the great part of the manu- 
facturing of the time — triie manufacturing, hand- 
making — was carried on in the homes of the workers 
and in connection with the common run of household 
duties. In this way yarns, cloth, and many other 
goods were produced, even iron wares; and at any 
tasks suitable to their capacities, their strength and 
skill, both women and children worked regularly, or 
rather irregularly, at manufactiu-ing alternated with 
domestic cares. Certainly there was not much of idle- 
ness for either the women or the children of the com- 
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mon people. In the regions given to the making of 
yarns the young women of the household worked so 
much that they were called "spinsters." 

2. Early environment of woman and child workers. 
— Women, young people, and children worked mostly 
in their own homes, which were scattered widely here 
and there over the country. They worked directly 
for the heads of their own household, not for wages. 
Conditions were not imlike those which may be f ovmd 
nowadays on some rare farms where a large and 
thrifty family finds many tasks to fill the hours of 
old and young. Life was hard in many ways and, 
on the whole, much less satisfactory than in the mod- 
ern world. But there were healthful variety and al- 
ternation of tasks. And, in the home atmosphere, 
there were the best known assurances of physical and 
moral safety. And yet there were many individual 
cases of cruelty and hardship, especially when orphans 
or other dependents were "bound out" for a term of 
years. 

3. The coming of modem industry. — Then, in the 
last half of the Eighteenth Century and in the first 
years of the Nineteenth, came the great inventions 
and discoveries, and the Industrial Revolution. As 
steam-driven machinery could be utilized most eco- 
nomically by bringing large numbers of operatives to- 
gether where the new power was generated, workmen 
and their families were drawn from their scattered 
homes into densely populated communities. The rap- 
idly developed division and subdivision of operations 
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and of tasks, the so-called divisions of labor, created 
tasks for which the lighter and finer touch of the 
woman or child is distinctly better. Here were the 
elements of a natural and strong demand for the 
labor of women and children. And the supply was 
at hand, in the f amihes of the workmen. 

The numbers of the women and children in indus- 
trial employment became very great. In some broad 
fields they outnumbered the adult males by two to 
one; and in particular operations they displaced men 
completely. 

4. Demand for regulation : sources and grounds. — 
The employment of women and children had not con- 
tinued long, when demands for its regulation were 
heard; and these have continued with increasing 
urgency until this day. Men, who foimd their op- 
portunities for employment narrowed or threatened 
and their wages reduced by the competition of those 
able and willing to work for low pay, have complained 
from the first. The women themselves, at least in 
this country, were among the earliest to seek the help 
of government. And more and more disinterested 
humanitarian motives have been in evidence. 

It has been notorious from the first that the com- 
petition of women and children has reduced greatly 
the pay in employments which formerly yielded ac- 
ceptable wages to men. But those who have suf- 
fered from the new competition rarely have alleged 
openly their own personal disadvantage as ground 
for governmental interference. Commonly demands 
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for regulation have been based upon the ground of 
harmful physical and moral results, first for the 
women and children employed, and ultimately for 
indefinite other classes or for all. 

5. Boms and field of regulation in the United 
States. — In the United States there have been evi- 
dences enough of harmful results and vigor enough 
in the demands for regulation to secure the enactment 
of many restrictive laws. These for the greater part 
have been limited in their application to mechanical 
occupations, manufacturing, mining, constructions, 
transportation, and the like, while mercantile and 
professional occupations are regulated less, and house- 
hold and landed employments are regulated least or 
not at all. Restrictions of the employment of women 
and children have been supported not only by a gen- 
eral and hearty approval in public opinion but also 
by a surer constitutional basis than most other labor 
laws. The physical and other weaknesses of women 
and children make their protection imder the police 
power especially proper. Moreover, as not vested 
with full civil rights, they have been in a peculiar 
sense the wards of the state. 

6. Exclusions from employments. — For reasons of 
suppose^ physical or moral danger, women and chil- 
dren are excluded wholly from certain employments, 
as from mining or underground work generally, from 
bar-rooms or saloons, from cleaning moving machin- 
ery, and from a few other specified occupations. 
Hitherto in the United . States women and children 
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have been excluded only from such employments as 
the common judgment of people has pronounced 
harmful. Particular significance however, is seen in 
the principle of a recent Wisconsin statute which for- 
bids the employment of any female in any occupation 
which is "dangerous or prejudicial to the life, health, 
safety, or welfare" of such female. The presence of 
dangers is for the industrial commission to determine, 
and special services of medical experts may well ex- 
tend the scope of the law. 

7. Hours and time of employment. — Shorter 
hours, so much desired by most employes, have not 
been possible of attainment for many adult males 
thru action of government. Indeed, they have gen- 
erally preferred to attain that end by struggle rather 
than by law. But the first definite development in 
American labor legislation was in the limitation of 
hours for women and children, and it has continued 
in a vaster and vaster body of statutes. The present 
tendency appears to be toward an eight-hour day in 
mechanical industries and toward somewhat longer 
hours in less exhausting employments. The eight- 
hour day has become established for children in a 
third part of the states, but is not nearly so widely 
adopted for women. 

In many states there are stipulations, sometimes ap- 
parently very rigid, as to the allowance of interrup- 
tions of labor, for eating or other purposes. One of 
the most favored regulations of latest years is the pro- 
hibition of night work, night being defined variously 
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but commonly as covering something more than the 
period taken by normal people for sleep. 

Four states, Massachusetts, New York, Connecti- 
cut, and Vermont, have accepted a common policy 
of foreign lands, in forbidding the employment of 
women within specified times from childbirth. 

8. Age requirements, physical and mental quaUfi- 
cations of children. — Even in the occupations which 
are not forbidden them children conmionly are not 
allowed to be employed until they have attained the 
age of fourteen years for employment in mechanical 
industries; and there is now a well-defined move- 
ment for raising the age to sixteen. The age, how- 
ever, varies in different states. 

There are not a few laws which impose conditions 
also of general physical fitness, which must be de- 
termined and evidenced by physicians' examination 
and certificates. Educational requirements are still 
more common, the most favored being some pro- 
ficiency in elementary English subjects. 

9. General comfort, sanitation, and rest. — ^Nearly 
every state in the union has a law requiring seats for 
women, to be used freely while at work if the occu- 
pation permits sitting, otherwise to be available while 
active work is not going on. Several states have 
similar provisions for the seating of child work- 
ers. 

Both the interest of employers and the stipulations 
of law demand that employes be supplied with neces- 
sary toilet conveniences. Nearly everywhere these 
xxrv— 13 
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must be provided separately for women, and not in- 
frequently they must include dressing-rooms. 

10. Arguments for and against regulation. — The 
merit of the regulations which have been mentioned, 
and of others which might be added, is to be judged 
by their practical results and only after the balancing 
of a number of considerations. On the one side are 
undoubted evils: early and exhausting labor, unduly 
limited education and training, neglect of household 
duties and of children, not infrequent breaking of 
health, physical, mental, and moral deterioration, in- 
capacity for healthy motherhood — all these to the 
detriment of those in whose lives they first appear and 
of their offspring and thus to the injury of society as a 
whole, even to the hurt and cost of industry itself. 
On the other side there are gains, at the least tem- 
porary ones : additions to meager family incomes, per- 
haps the early acquisition of industrious habits and 
useful abilities. 

11. Deterioration thru employment the primary 
fact. — In the end the wisdom of the regulation of the 
employment of women and children will be found to 
turn upon the answer to the question whether or not 
their unregulated employment makes for their physi- 
cal, mental, and moral betterment, makes of them 
and their offspring better producers, better citizens, 
better men and women. And the answer at present 
seems not uncertain. Thousands, perhaps millions of 
these classes of workers have suffered no appreciable 
harm from their employment. But it is not open to 
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doubt that many millions of others have suffered great 
harm. When modem industrialism was not yet a 
full generation old, British recruiting officers and their 
medical men noted and deplored the physical de- 
terioration of the milling populations in the north of 
England. And the moral deterioration was as cer- 
tain as the physical. Of course, the general move- 
ment toward better sanitation, good working con- 
ditions and shorter hours has greatly improved 
matters ; but still in many places, including American 
communities, substantially the same experience has 
been had. A greater prevalence and deadliness of 
disease, increasing sterility in married women, a 
higher death rate in infancy, these and other unhappy 
developments have been traced again and again. j 

Particularly unfortunate are the consequences of 
the industrial emplojonent of married women and 
mothers of young children. Perhaps the physical 
hurts which may come to mother and children are not 
the most serious results. To make a home such as 
it must be, if it is to serve its supremely important 
ends in civilized society, is a full-time job. And the 
train of evil consequences, when a woman gives to 
her home, to her house, her husband, and her children, 
only poor remainders of her time and energies, runs 
too far to be traced to its end. And yet the evils at- 
tributable to the idle, ignorant woman with little in 
the small poor home are often still more deplorable. 

12. Idleness and industrious habits. — The early ac- 
quisition of industrious habits and of useful abilities 
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certainly is worth while. Just as certainly idleness 
— ^too much of it — is as dangerous as Doctor Watts 
tells us. But just as certainly, also, the training, edu- 
cation and other advantages which youth may get in 
the schools, in some measure of leisure if not in idle- 
ness, and in play itself are very much worth while. 
The man who never played ball or went fishing will 
find in his old age very inadequate compensation in a 
memory of dollars earned. 

13. Need to supplement family incomes. — The fre- 
quent inadequacy of the father's wages to cover the 
necessities of the family is usually given by the work- 
ing people as the strongest reason for the employment 
of wife or child. 

These and other surface facts are known to all. 
But there are other facts which do not always have 
due consideration. In some employments it has been 
the competition of women and children, especially 
those living at home and so quite able to work for 
less than living wages, that has forced down men's 
scale of compensation, or even driven them quite out 
of the employment. And where men still hold their 
field without woman's rivalry the man's pay is likely 
to be reasonably adequate for family needs. Brick- 
layers need to be neither especially intelligent nor es- 
pecially strong, but they make good pay. 

14. Richer permanent production doubtful. — Often 
it is assumed as clear beyond dispute that the em- 
ployment of women and children at tasks which men 
could perform only less well and at greater cost to 
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employers must result in a cheaper and more abimdant 
production and that this, in turn, must diffuse its 
benefits indefinitely widely among all classes. Thus, 
it is held, the very ones we propose to help by limiting 
their employment would be as certain as any to be 
harmed. 

Here may be a double error. First, employers 
often do not know what are the most efiicient and eco- 
nomical classes of laborers. The average employer 
long has'compared efficiencies in his machines of wood 
and steel ; altho he has not always compared accurately 
and acted upon the results of his comparisons. But 
not imtil these present days of so-called efficiency 
systems have corresponding efforts been made to look 
closely into the efficiency of the machines of flesh and 
blood. It has been and continues to be a hasty and 
gratuitous assumption of most employers of women 
and children that low wages mean low labof costs. 
The head of a very prosperous manufacturing cor- 
poration, Mr. Charles F. Smith, president of Landers, 
Frary, and Clark, of New Britain, Connecticut, has 
declared his different conviction, as follows: 

Some three years ago I became interested in the child labor 
movement. Soon after the company I represent, employing 
now about 2,000 operatives, 400 of them minors, stopped 
employing children under sixteen years of age, and for a 
long time has had no employe on its payrolls under that 
age. It is to be confessed frankly that this original action 
was prompted by sentiment; but, as it has worked out, it 
is reason based on experience that makes us now abide 
by it. 
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But, secondly, even tho an employer might find a 
temporary gain in hiring children and women for low 
wages, such gain cannot be realized permanently by 
society, if it comes thru an impairment of the quality 
of men and women who work. Society, and em- 
ployers with the rest of us, must lose ultimately by 
any deterioration of • human capital. Farmers do 
not put their half -grown colts to the plow. They 
know that there would be a double folly in working 
thus early the animals from which they expect to 
breed for future use. 

15. Gains uncertain, losses certain. — Gains thru the 
industrial employment of women and children are, 
therefore, imcertain, limited in their duration, and 
often involved with a loss of greater values. For the 
greatest values in the world are not masses of prod- 
ucts, however useful, but the lives and characters of 
men and women. And these values are not merely 
imperiled, they are certainly impaired by the imre- 
stricted employment of women and children. 

No apparent necessities of competitive industry in 
any region can justify full license in the employment 
of women and children. Certainly such states as 
Illinois, New York, and Massachusetts, which have 
gone farthest in the regulation of women's and chil- 
dren's labor, do not appear to have checked their ma- 
terial prosperity. 

16. Public regulation necessary. — Since, however, 
employers and employes alike sometimes fail to under- 
stand, since some of both classes pursue their own 
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apparent and immediate advantage to the neglect of 
the broader and truer interests of themselves and 
others, since, for one or for many reasons, women and 
children are taken into industrial employment more 
than the prevailing public opinion of the time pro- 
nounces proper, government, the instrument of the 
public will, must assume the duty of regulation, as 
the only means for the present of securing general 
conformity to accepted standards of livinj !nd of 
working. 

17. Discretion necessary in regulation. — If it is 
clear that public regulation is necessary, it is also 
clear that not every public regulation is necessarily 
for good. General prohibition of all industrial em- 
ployment of women and minors would be so evidently 
unwise that it never is proposed by thoughtful per- 
sons. Lines must be drawn as the fullest possible 
knowledge of actual conditions and experience may 
dictate. Less and less does it appear safe to lay down 
sweeping and unconditional general rules, even tho 
the allowance of exceptions may make administra- 
tion more difficult. The control of any of the rela- 
tions of modern industry is too difficult to be effected 
by a careless application of simple rules. 

18. Regulation not without its evils. — In passing 
judgment upon such regulations as have been at- 
tempted in the United States, or upon any others, it 
must ever be kept in mind that no policy of govern-; 
ment, can be expected to be quite unattended by evil 
consequences. The bad must be taken with the good, 
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just as it must in the private life of individuals. It 
may be that a rigid eight-hour day for women or for 
men in mines means distress for some or many, who 
safely might work longer and earn more, and who 
need all they can earn. But this does not prove the 
eight-hour day unwise, if it brings great advantage 
to many. Sad indeed it may be for some family to 
live on the scant earnings of the father. But sadder 
still it would be if half -grown children were every- 
where at work. 

19. The minimum wage.— Most prominent among 
the new movements to aid women workers is that for 
the minimum wage. The movement originated 
abroad in the Australasian Colonies in the nineties, 
followed by Great Britain in 1909, in France in 1913. 
In England and her colonies, the laws aimed to secure 
for workers — ^men and women — a living wage. In 
France they began with trades where wages were very 
low with the sweated trades. Now the)^ have grad- 
ually extended until they include the best paid with 
the lowest paid workers. 

20. Laws in the United States. — In the United 
States, they began in Massachusetts in 1912. In the 
next year, Nebraska followed with California, Col- 
orado, Minnesota, Oregon, Utah, Washington and 
Wisconsin. In 1915, Arkansas and Kansas passed 
laws, while New York, Ohio and Michigan have been 
carefully investigating the subject. Ohio's consti- 
tution in 1912 authorizes the legislature to enact a 
minimum wage law covering all classes of employes. 
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In all our states, however, the laws are strictly limited 
only to women and children. 

In Massachusetts and Nebraska, the Boards make 
recommendations, but have no powers of enforce- 
ment. Public opinion is relied on. In the other 
states, provisions are made for enforcement. In 
Utah and Arkansas, the rates are fixed in the laws. 
In the other states, a wage Board or an industrial 
commission determines the minimum rate. 

21. Decisive experience still lacking. — ^Present 
judgment upon the policy of the minimum wage must 
hang largely upon an analysis of principles. In the 
United States, the laws have scarcely gone into effect. 
In British jurisdictions experience has been longer; 
but its teachings have not yet been ascertained 
conclusively, if indeed it can be said to have de- 
veloped its ultimate consequences. And again the 
conditions are so different that we must probably 
await the results of our own experience in this coun- 
try. 

22. Extent of low wages. — Low wages, as readers 
of this volume will judge high and low, are doubtless 
very common. A census return for the manufac- 
turing industries of the United States in 1905 shows 
the average weekly earnings of 2,619,000 males over 
sixteen years of age at $11.16 and the weekly earn- 
ings of 588,600 females in the same age period at 
$6.17. But not all of the 600,000 women were seljf- 
supporting: only a fifth part of them were. 

This does not prove that women's wages were and 
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are satisfactorily high. But it does prove that they 
are not generally working for less than a living 
wage, and it invalidates the argument that generally 
they are oppressed by their employers and that the 
industries in which they work are "parasitic." 
Doubtless there are some few industries which 
fairly may be considered parasitic. And wherever 
any of these evil conditions are f oimd something ought 
to be attempted for their ending. 

23. Attitude of employers. — It appears that em- 
ployers generally — in the United States, as well as 
abroad — have been disposed to give the experiment of 
a minimum wage a fair chance to prove its success. 
They have shown a willingness to face temporary in- 
conveniences and difficulties in the expectation of the 
favorable developments which may come. It well 
may be, therefore, that in the not distant future a 
clearer and fairer view of the facts will make neces- 
sary a less favorable judgment than those which have 
been most often presented hitherto. 

24. Caution in adopting the minimum wage. — It 
cannot be questioned that the policy of the minimum 
wage is more difficult of wise formulation and more 
difficult of wise or effective administration than almost 
any other of the industrial policies of modem govern- 
ments. 

It is not unlikely that Massachusetts has marked 
the wisest course, as she has in so many other questions 
of industrial control. The possibilities of harm are 
certainly least where just standards of pay are de- 
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termined by the most capable experts available, and 
are then enforced by an influence no less powerful 
and no more rigid than a well inf onned public opin- 
ion. 

25. Present regulations beneficial, as a whole. — Ex- 
cept that perhaps they are rather less radical, Ameri- 
can regulations of the labor of women and childi'en 
are substantially like those of foreign coimtries. 
Taken as a whole, they doubtless have made for the 
welfare of the people, even for the industry of the 
present generation. It is a greatly relevant fact that 
in just the period within which regulations have been 
carried farthest our material prosperity has been 
greater than ever before. Nor would a closer look, 
comparing regulation with regulation, industry with 
industry, state with state, and time with time, give 
any reason for supposing that the increased regula- 
tion, taken as a whole, has impeded our industrial ad- 
vance. 

REVIEW 

What industrial change brought about a large increase in the 
hiring of women and children? How were they employed be- 
,fore the introduction of the factory system? 

In what way does the demand for regulation for the employ- 
ment of women and children differ from that for the regulation 
for the labor of men? 

What are the main provisions regarding the hours and times 
of employment of women and children? 

What are the chief age requirements and physical and mental 
qualifications of children for regular employment? 

Is the regular employment of children ever to be commended 
as a means of preventing idleness and as a means of encourag- 
ing industrious habits ? 
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Does the employment of women and children have any ap- 
preciable effect upon men's wages? Consider this question 'in 
detail. 

What states have the most advanced and best laws ? 

How far do you consider such regulative laws as exist bene- 
ficial? How far harmful ? 

What are the provisions of the Massachusetts and Nebraska 
laws regarding the enforcement of minimum wage rates? 

According to the United States Census what have been the 
average weekly earnings of males in manufacturing industries? 
Of females of the same age periods ? 

What is the special need for delay and for caution in the adop- 
tion of further minimum wage laws in the United States? 



CHAPTER X 

SOCIAL INSURANCE 

1, New risks in modern indtistry. — On the whole, 
the conditions of industrial life, as of life generally, 
are far better in the present age than ever they were 
before. There is a richer and more varied supply of 
good things to enjoy. The common people today 
consider as necessities what even the rich did not have 
as luxuries in the late middle ages. How many peo- 
ple today realize that in the golden age of English 
literature. Queen Elizabeth and King James ate 
meals, without forks, using their fingers and had no 
bath tubs ? And yet the past had its advantages. A 
hundred and fifty years ago and more, before the great 
changes which made up the Industrial Revolution, 
men did not have so much, but what they did possess 
they held more securely. 

The new vicissitudes of modem industry affect all 
classes. Some may believe that the employer is af- 
fected most, with his world market, his production in 
advance of sales or orders, his vast investments in 
fixed and specialized capital, his many alert competi- 
tors, his large reliance upon credit, and his constant 
peril from shifting demand. But the modem laborer 
also lives and works under great hazards, much greater 

183 



184 BUSINESS AND THE GOVERNMENT 

than laborers in former times had to face. Two 
misfortunes, both quite unknown in former days, 
threaten much more seriously now. Unemployment, 
with its stoppage of income, was formerly very infre- 
quent. And when, by unusual chance or by the 
regular turn of the seasons, wages might be suspended, 
cottage and plot of land, with rights of common, 
would carry the family along. Nor were there so 
many industrial accidents, causing disablement, maim- 
ing or death, before the era of powerful machinery, 
tho quite possibly the frequent accidents and diseases 
of farms and boats with utter ignorance of sanitation 
and disinfection caused as much illness and death. 

2. Working people seek insurance but little. — The 
more comfortable classes and the well-to-do habitually 
resort to insurance as a means of covering their expo- 
sures to losses of any and all sorts — ^literally too nu- 
merous to be listed here. By insurance they help 
themselves thru innumerable financial misfortunes of 
every kind. 

If insurance is helpful to them, it is much more 
helpful to the ordinary laborer. For him insurance 
is not merely the best protection against privation 
thru mischance: it is the only sure protection reason- 
ably to be considered or advised. A wise plan for 
a part of his savings is insurance. It gives nothing 
to those who do not need its aid. But to those who 
do need it, it affords a succor more adequate than 
they could possibly have provided thru their own in- 
dividual efforts, and that at a cost, in money and in 
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self-denial, which is small for each because it is paid 
by all. 

Yet, in a broad way of speaking, wage earners sel- 
fiom seek insurance. A part of the reason is in their 
lack of appreciation of its benefits. Another part is 
in their lack of money. But, whatever their reasons, 
modem workers have done comparatively little to 
cover their own risks with insurance. 

3. Social insurance; meaning and kinds. — ^All in- 
surance is social by its very nature; but social insur- 
ance, in a special sense, has come to mean insurance 
provided or administered under public authority for 
the great body of the people, practically for wage 
earners. Commonly, too, it is offered or provided 
for its beneficiaries at a charge less than its full cost, 
so that society or some social group, usually em- 
ployers, bears a part or the whole of the expense. 

Mote or less widely, practical considerations have 
induced statesmen to establish systems of social in- 
surance against several of the conmionest misf ortimes 
of life, against death, industrial accident, sickness, in- 
validity and unemployment. This development in 
public policy has come about within a single genera- 
tion, and it has been justified upon two distinguish- 
able grounds, the general interest of all classes in a re- 
duction of want and its various costs to society, and 
the obvious particular interest of the working classes, 
for whom public policy is coming to be shaped more 
and more in these democratic times. 

4. Life insurance. — Fraternal societies and mutual 
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insurance associations provide a small amount of life 
insurance for working people. The American "in- 
dustrial" companies sell amazing amoimts, mostly 
to the same classes, having now outstanding nearly 
80,000,000 policies to the amount of $4,000,000,000. 
But much of this insurance is either unsound where 
carried out by assessments or costly because the peo- 
ple make the cost of collection so high; sometimes it 
is both. 

On the whole government has not done nluch to 
provide simple life insurance in amounts and on terms 
possible for the average wage-earner. A beginning 
has been made in Great Britain, France, and a few 
other countries tho there are differing opinions re- 
garding its advantages to society. Italy has assumed 
the monopoly of all life insurance. Massachusetts 
has fostered insurance thru the publicly supervised 
savings banks ; and Wisconsin has begun the issue of 
policies directly by the state. But none of these vol- 
untary systems has accomplished much. But the 
problem of safe and economical life insurance for 
working people by either the state or private com- 
panies has not yet been solved. If the cost of col- 
lections from the wage earners could be lessened, 
much more could be accomplished by private compa- 
nies. 

5. Workmen's compensation. — Insurance against 
industrial accidents, commonly called workmen's 
compensation, is the most widely practiced and most 
generally approved form of social insurance. First 
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brought into operation in Germany in 1884, since then 
it has spread to nearly every advanced industrial re- 
gion of the world, to every quarter and comer of 
Europe, to Australasia, Africa, Canada, Japan, Mex- 
ico, South America, Cuba. Tardily accepted in the 
United States in 1911, within the brief space of five 
years it has passed to thirty-four of the states and 
territories, which have three-fourths of the population 
of the country and more than three-fourths of the 
industrial employment. 

6. Frequency of industrial accidents. — ^Returns 
from many states and countries, both before and after 
the enactment of workmen's compensation laws, show 
in every branch of modern industry a greater fre- 
quency of accidents than most people would have be- 
lieved possible in the absence of conclusive proofs. 
In this coimtry the number of persons killed rim into 
the tens of thousands a year, while the injured are to 
be counted, not by hundreds of thousands, but by 
millions. The United States has the unhappy dis- 
tinction of a higher accident rate than most other 
lands ; but conditions are substantially the same wher- 
ever modern industry has established itself. 

7. Causes of accidents. — ^As conditions have ob- 
tained hitherto, it has been customary to look upon 
these accidents as largely inevitable, as industry's nec- 
essary toll of life and limb. At the time agitation 
was rife for the enactment of compensation laws in 
this country, the best returns here and abroad indi- 
cated that something like a quarter of the accidents 
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were caused by those who suffered from them, a quar- 
ter by their fellow workers, and a half by the condi- 
tions of the employment. But no small part of the 
half attributed to the worker^ should have been looked 
upon as practically unavoidable. It is not in human 
nature never to relax attention, never to lapse from 
the strictest carefulness, even when a slip may mean 
injury to one's fellows or to one's self. A closer 
knowledge and attention will show that it is prac- 
ticable to reduce accident rates; it has been done to 
a notable degi'ce in some establishments; but it was 
true, and it still is true, that the greater niraiber of 
industrial accidents cannot be charged to any faults 
of the injured. 

8. Consequences of accidents. — The grave conse- 
quences of all these accidents and injuries come easily 
to the mind. It is a great and permanent loss to the 
nation and the nation's wealth, if some tens of thou- 
sands of capable producers are destroyed each year, 
a loss of many millions of dollars, tho one may count 
only immediate effects and only material wealth. 
But the immediate loss from non-fatal injuries is 
even greater. A capable employer has estimated that 
in his factory accidents, slight and serious together, 
cost his business $5.00 each, in the monetary disturb- 
ance of work and in the delay and cost of filling the 
place of the injured. To this must be added a proper 
sum for expenses of treatment and support and for 
the loss to the injured workman and his family- 
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Clearly 8,000,000 non-fatal injuries a year in this 
country mean a great immediate material loss. 

But the greatest losses are not material and imme- 
diate. Above and beyond all material losses, are the 
greatest losses of all, not to be measured by the mil- 
lions they cost, not to be spoken of in terms of dollars, 
the losses in broken families and in saddened lives and 
at times in characters of children, weakened by lack 
of care — ^producers all, to be sure, but more than that 
also. 

9. Failure of employers^ liability. — ^From time to 
time governments have undertaken, or professed, to 
do something for the sufferers thru industrial acci- 
dents by holding employers to some measure of pe- 
cuniary liability for personal injiu'ies received in their 
service. 

But in practical results, the laws of employers' lia- 
bility meant that employers were very often not lia- 
ble. They paid for employers' liability insurance; 
and the insurance companies, with their great advan- 
tages imder the law, their able legal staffs and their 
vast resources, brought it about that but one injured 
employe in five had any compensation for his suffer- 
ings, and he ordinarily had but little. Moreover, but 
a small part of what employers paid, usually in the 
form of insurance premiums, was received by their 
employes. 

10. Theory of workmert's compensation: — ^The eco- 
nomic and legal theory of workmen's compensation 
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is very simple. It is that the costs of injuries to 
workers in an industry are a part of the expenses 
of the business, as are the costs of injuries to the ma- 
chines with which they work, or the wages of the work- 
ers or the costs of the fuel for the engines. Employ- 
ers, therefore, must pay for injuries to their employes, 
as they pay for other breakage, and may count their 
costs in fixing the prices at which they oflFer their 
products or services to consumers. 

It is also intended that the obligation to pay for all 
injuries will make employers more careful to prevent 
accidents. 

11. Essential proxnsions in workmen's compensa- 
tion laws. — Altho the three score and ten compensa- 
tion statutes, in widely scattered and widely diverse 
communities, naturally have their diiferences, yet 
there are three essentials of a workmen^s compensa- 
tion law. All ordinary questions of personal re- 
sponsibility for accidents must be waived, and awards 
must be made for all but the most unusual injuries. 
The smns to be paid for the different injuries must 
be fixed in advance by law. And the law must be 
simple, prompt and inexpensive in its administration. 

As reasonable supplements to these somewhat arbi- 
trary provisions, the employer is released from any 
other liability for personal injuries to his employes, 
and the employe is often safeguarded by a require- 
ment that a prompt and full realization of his limited 
awards be assured him, thru one provision and an- 
other. 
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12. Scope of compensation laws. — There is a strong 
tendency, both in the United States and in most for- 
eign lands, to limit the compensation laws to such 
occupations as are popularly believed to be the more 
dangerous, such as manufacturing, mining, transpor- 
tation and construction, and to leave out of account 
agriculture, domestic and personal service, and even 
mercantile pursuits, altho, as experience widens, the 
field of compensation is likely to be broadened. 

In most jurisdictions only accidental injuries are 
compensated. But in some, notably in the United 
Kingdom and some other British territories, express 
provision is made for occupational diseases. Com- 
monly, benefits are forfeited only by serious or wilful 
fault of the injured in bringing about the accident. 

18. Limited benefits. — In the way of broad gen- 
eralization and very rough averaging, it might be said 
that the total losses thru injuries are halved, the 
benefits covering one half and the sufferers endur- 
ing the other. But there are himdreds of modifica- 
tions of this principle and departures from it. There 
are the most varied provisions for temporary, per- 
manent, partial and total disabilities, for death, and 
for the several classes of dependents who may be left 
at death, besides usually a modest allowance for the 
burial of those fatally injured. 

Nearly everjrwhere provisions are made for the 
curative treatment of the injured. And, as the com- 
mon interest of employer and employe in the prompt- 
est and completest possible cure is recognized, these 
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provisions are made more generous in amounts or in 
duration, or in both. 

14. Assurance of benefits. — Commonly, and in 
most American states, benefits awarded are given 
some special security, as prior lien against employers, 
and exemption from attachment or other similar proc- 
ess. American employers, and foreign ones too, com- 
monly are required to insure their liabilities in some 
way, in the readily available commercial insurance 
companies, in specially constituted mutual associa- 
tions, or in accident funds carried by the state. 

15. Simple administration. — In half the jm-isdic- 
tions, in most of the American ones, administration 
of the laws is simplified by committing it to special- 
boards or commissions, which are free from the tech- 
nicalities of the law courts and are both allowed and 
required to proceed as informally and summarily as 
may be consistent with prompt and substantial jus- 
tice. 

16. Results of workmen's compensation.— The ap- 
parent results of the world's compensation systems 
are several very great gains. Injuries are looked 
after much more promptly and carefully, so that their 
consequences must be much less serious. The better 
medical care has done a great deal to mitigate the 
sufferings of the injured and the cash benefits relieve 
their families and generally reduce the evil conse- 
quences of uncompensated injuries. Much the best 
of all are the measures for prevention of accidents. 
The American vigorous and most helpful movement 
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for "safety first" is unmistakably greatly stimulated 
by the compensation laws. 

The costs for employers has been considerably 
greater than they had to carry under the old liability 
laws, varying widely, from a minor fraction of one 
per cent of pay-roll in such occupations as silk manu- 
facturing to 10 per cent or more in some of the most 
dangerous forms of construction. 

17. Health insurance. — The losses caused by sick- 
ness among working people are much greater than 
losses thru industrial accidents, being computed for 
the United States at no less than $750,000,000 yearly. 
Yet comparatively little has been done by way of in- 
surance or other provision against these losses. Fra- 
ternal and mutual associations, labor unions, employ- 
ers' establishment funds, and private commercial 
insurance have done a little ; but in the United States 
all of these together cover not much more than one 
per cent of the computed losses. Germany early rec- 
ognized the gravity of her problem, and one year be- 
fore her beginning with workmen's compensation she 
established a broad system of compulsory insurance 
against sickness. Since then nine other European 
countries have followed her example, Austria Hun- 
gary, Great Britain, Russia, and five smaller states. 
In the United States for some few years now there 
has been an earnest and growing agitation for the 
adoption of the policy here. 

18. Field and scope of health insurance. — Gener- 
ally the reach of health insurance is approximately as 
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broad as that of workmen's compensation; or rather 
broader in so far as it often includes others than 
wage-earning employes. 

The sickness covered includes not only industrial 
diseases but general maladies also, and commonly the 
confinements of women. Indeed, Italy, not having 
gone as far as a general system of health insurance, 
has made special provisions for women lying in. 

19. Benefits under health insurance. — In a general 
way the benefits under health insurance resemble those 
under workmen's compensation. Medical care is pro- 
vided, with more or less generous allowances for med- 
ical supplies, trusses, crutches, and the like. Often 
also there is an award for the burial of those who die. 
With some important limitations, there are every- 
where cash benefits, sometimes half of wages, as in 
Germany, sometimes a higher proportion, as in Nor- 
way, sometimes modest flat simas, as in Great Britain. 

20. Sources of funds. — On the assumption that en- 
vironment of employment, general conditions for 
which the state is responsible, and the personal con- 
duct of the insured combine to produce disease, costs 
usually are apportioned to the employer, if there be 
one, the insured, and the public treasiuy. Perhaps 
most often employer and insured pay equally, while 
the state pays a smaller sum than either. 

21. Administration and its peculiar difficulties. — 
Administration cannot be made as simple in health in- 
surance as in workmen's compensation for accidents. 
Accordingly, much reliance is placed upon whatever 
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trade or fraternal associations there may be found al- 
ready in existence and adaptable to the work in hand ; 
or special bodies of the insured are organized specifi- 
cally for the purpose of the insurance. 

For one reason and another difficulties have devel- 
oped, especially in the United Kingdom, in the selec- 
tion of the medical staffs and the general organization 
of the medical care. It has proved very difficult to 
reconcile professional jealousies and the whims and 
prejudices of the sick with the necessary conditions 
of solvency in the funds and practical efficiency in 
their use. 

22. Results of health insurance. — In Germany and 
other continental countries, where the systems have 
had time to show their natural results, it appears that 
much good has been accomplished by health insurance. 
Better medical attention has been enjoyed by great 
nmnbers of the sick. The massing of large funds has 
made possible many helpful measures for public loans 
to build institutions, hospitals, sanitoria, and the like. 
And a great deal has been done for the prevention of 
disease, by sanitation and the instruction of the peo- 
ple. But so far, for various reasons this form of 
social insiu-ance makes comparatively slow headway 
in the world. 

28. Insurance against invalidity and old age. — 
Quite distinct from accidental injuries and from dis- 
ease is that invalidity, or incapacity for self-support, 
which may come in earlier years but comes with very 
sad frequency in old age. Figures far too gloomy 
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for comfortable reading have been prepared to show 
what great numbers of working people, in this age 
of strenuous demands upon workers, are early inca- 
pacitated for self-support and pass into a period of 
helpless and gloomy dependence. Here and there, 
within narrow fields, adequate remedy has been had, 
where great corporations and other wealthy em- 
ployers have pensioned their aged and incapacitated 
employes. 

Voluntary systems of saving under government 
supervision or administration have proved insufficient 
in Great Britain, as in Massachusetts and Wisconsin, 
if these states may be cited. Substantially the same 
have been the results in lands where government has 
undertaken to add to the sums* which may be laid up 
by the poor, as in France, Belgium, and Italy. 

24. Compulsory old age insurance. — ^By an act of 
1889, not many years later than her laws for work- 
men's compensation and health insurance, Germany 
established a system of compulsory insurance against 
invalidity and old age, making it thus one of the three 
parts of her great plan of social insurance. In its 
most general aspects the third system is like the other 
two. Employers, beneficiaries, and the state con- 
tribute to funds which are administered by district 
associations under governmental supervision. France 
and a few smaller countries of Europe have somewhat 
similar systems. . 

25. Old-age pensions. — As distinguished from old- 
age insurance, to the support of which beneficiaries 
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contribute, old age pensions commonly are understood 
to be payments without previous contributions by the 
pensioners. Old age pensions of this character are 
provided by laws of France, the United Kingdom, 
Denmark, Belgium, Australia, New Zealand, Ari- 
zona, and Alaska. They are variously limited, and 
the payments usually are very small. For these 
reasons their beneficial results have not been marked. 
For us the recent adoption of this most radical policy 
in the United States has a peculiar interest whichever 
way it may result. It appears that the Arizona law 
is in a fair way'*to be finally adjudged unconstitu- 
tional. 

26. Insurance against unemployment. — The suffer- 
ings of the working classes thru the involuntary idle- 
ness of their breadwinners are too well known to need 
emphasis. There are. however, extraordinary dif- 
ficulties in devising even a moderately helpful method 
of insurance against unemployment. Many labor 
unions by their out-of-work -benefits may be said to 
have provided a sort of insurance. And public 
grants in addition to such benefits, first given in the 
Belgian city of Ghent in 1901 and thereafter in many 
other European cities, mark the introduction of a 
true social insurance against unemployment. 

Such voluntary insurance against unemployment 
never has developed widely enough to have an appre- 
ciable effect in reducing the evil against which it has 
been directed. Moreover, in the judgment of many, 
if not most publicists, it is dangerous in operation and 
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likely to do great harm at times. This fact does not 
prevent the state from direct action in the way of 
providing work in times of industrial depression. 

27. Compulsory insurance against unemployment. 
— Compulsory social insurance against unemploy- 
ment, after a brief and unsuccessful trial in the Swiss 
city of St. Gall, has come to a recent broader trial 
under the British National Insurance Act of 1911. It 
applies to some 2,500,000 employes in the mechanical 
trades. Employers, employes, and the state contri- 
bute the funds, which may be drawn upon to provide 
benefits of not more than seven shillings a week for a 
period of not more than fifteen weeks in any year. 
There are very elaborate conditions laid down for the 
prevention of frauds. The latest reports from labor 
sources in Great Britain are not favorable. These 
laws have often, it is thought, a pauperizing effect. 

28. General results and prospects of social instur- 
ance. — It may be coimted that the new results of 
social insurance have, in certain lines at least, been 
beneficial. There have been unexpected develop- 
ments not to be welcomed, malingery, some weaken- 
ing of self-reliance, an occasional handicap for an in- 
dustry. But these do not appear to be of sufficient 
weight, on the whole, to balance the gains. 

In any event, there is no prospect of social insurance 
being abandoned or even contracted, for the present. 
Its benefits seem too evident and too much to the adr- 
vantage of the great body of the people. For these 
people, public policies will be changed more and 
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more, as the world grows more democratic. In some 
of its phases probably, it will prove to be truly, gener- 
ally and permanently beneficial. Its democracy is 
a strong guarantee of its continuance, but more ex- 
perience is needed in different coimtries under dif- 
fering conditions, to determine with any certainty, 
the scope and manner of its best and wisest applica- 
tion. 

REVIEW 

Why do wage earners take so little care to insure themselves? 

What are the benefits and evils of industrial insurance? 

Define workmen's compensation and outline the main provisions 
•f compensation laws. 

What are the objections^ if any, to Employers' Liability Acts? 

What have been the results of workmen's compensation laws ? 

What are the main objections to old age insurance? To insur- 
ance against unemployment? 



CHAPTER XI 

IMMIGRATION 

1. Necessity of a resourceful population. — ^Busi- 
ness is vitally interested in population. If the people 
are not a resoucef ul, energetic, sensible and politically- 
minded population, the social, economic and political 
growth of any nation is handicapped in comparison 
with that of other countries where the population has 
these characteristics. Many a country which has had 
the right kind of population, has been able to out- 
strip naturally far richer rivals that have been cursed 
with a low-grade population. Think of New Eng- 
land imder the Indians and the Puritans, of Egypt 
since the English control. 

2. Immigration especially important to business 
men in the United States. — This question of the char- 
acter of population is of paramoimt importance in the 
United States, because of our tremendous immigra- 
tion. A problem so vitally connected with American 
life, involving, as it does, important economic, re- 
ligious, social and political questions of every kind, 
demands a definite, regulative policy, for our future 
citizenship will consist largely of the foreign-bom 
that are now coming to our shores. 

8. Eictent of immigration. — ^During the last twenty 

200 
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years, especially during the last decade, there has been 
a very decided increase in immigration. For some 
years before the- outbreak of the present European 
war, the annual average was some 1,250,000 or more. 
On the other hand, some 80 to 40 per cent of the im- 
migrants finally return to make their permanent 
home in Europe. The fact is significant, too, that 
during times of depression, relatively fewer enter this 
country and relatively more leave it. Nevertheless, 
the percentage of increase among the foreign-born in 
the United States is rising more rapidly than that of 
the native-born. 

During the hard times that follow a crisis there is 
less unemployment than there would be if it were not 
so easy for people to return to Europe, and if news 
did not so readily reach Europe that it would be un- 
wise to come to this country seeking employment. 
On the other hand, the ease of communication has 
more than one evil effect. First, it encourages the 
immigration of the so-called "birds of passage," 
who come to the United States tnerely to work 
temporarily at whatever wages they can secure, 
and who consequently are willing and able to seize 
the least opportunity for advancement, often to the 
detriment of those who have come here with the in- 
tention of making this country their permanent home. 
Second ; in prosperous times so many foreign laborers 
take advantage of the cheap ocean passage and flock 
to this country that wages necessarily remain rela- 
tively low and the condition of the permanent laboring 
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class fails to improve as it should. The fact that the 
law of diminishing returns holds good in regard to 
population, the economic value of each individual de- 
creasing as numbers increase, capital remaining un- 
changed, renders the immigration problem especially 
serious. 

4. Changed racial character of immigrants impor- 
tant. — That the majority of our inunigrants come to- 
day not of northern and western European stock, as 
formerly, but from southern and eastern Europe, is a 
familiar fact. The aliens that enter the United 
States represent some forty odd races. Race preju- 
dice influences us to reason sometimes falsely that we 
ought strongly to oppose the immigration of so many 
nationalities, especially since they represent customs 
decidedly different from our own. We forget, when 
we take this attitude, that this difference, in itself, im- 
plies neither inferiority nor superiority. Some of 
these races will, of course, prove to be of greater eco- 
nomic value than others ; some will become assimilated 
quickly, others slowly, and still others perhaps not at 
all. 

The United States (as well as Canada, Australia 
and New Zealand) is today called upon to deal with 
Asiatic immigration and is therefore seriously ques- 
tioning whether it is wise to expect many distinctly 
different races to conform to the ideals, political, so- 
cial and economic, of this country. If these foreign- 
ers are really to become American, time must be 
allowed for a thoro readjustment. The large num- 
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bers from the Orient and from southern and eastern 
Europe constitute a problem that is extremely dif- 
ficult, and one the solution of which no man can yet 
foresee. 

5. Immigrant races flock together. — It is signifi- 
cant from the racial standpoint that there is a natural 
tendency, on account of likeness in language and cus- 
toms, for members of the same races to live together 
according to nationality and, following the same prin- 
ciples, to work in national groups in certain industries. 
For example, of the total Slovak immigration to the 
United States in 1914, Pennsylvania attracted 44 per 
cent, as well as 18 per cent of the Ruthenian, 23 per 
cent of the Lithuanian, and nearly 20 per cent of the 
Italian. From 1900 to 1910, the native-bom popula- 
tion of Pennsylvania increased only 16.9 per cent, 
while the foreign-born increased 46.4 per cent. If 
such a rate of increase among the foreigners continues 
steadily, it will be only a few years before the racial 
composition of this state will be entirely changed. A 
similar process is going on in all our large industrial 
states. 

6. Occupation and distribution important factors. 
— Closely allied with the question of the number of 
immigrants and their racial make-up, is that of occu- 
pation and distribution. A large number of the ear- 
lier immigrants, being skilled laborers, went into the 
principal trades and industries wherever their services 
were most needed; others, agriculturists, purchased 

the farms of the thrifty Americans of the East, who 

xxrv— 15 
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went to the West and Northwest, and became settlers 
on the frontier. Recently, a large proportion of our 
immigrants have gone to the great industrial centers 
of the East. During the fiscal year of 1914, for ex- 
ample, 344,663 — over one-quarter of the total immi- 
gration in that year — ^settled in New York state. In 
that same year ( 1914) , 65 per cent of the total number 
of immigrants took up their residence in five states — 
New York, Massachusetts, New Jersey, Illinois and 
Pennsylvania — altho these same states contained only 
80.7 per cent of the population of the entire country. 

The foreign population is not at all evenly distrib- 
uted. In the years 1890-1910, the foreign population 
had increased by only 223,731, while during that same 
period the increase in the number of foreigners in our 
cities was about 4,000,000. In New York, Pennsyl- 
vania, Massachusetts and Illinois, there were, in 1910, 
6,454,944 or 47 per cent of the 13,515,886, all the 
foreign-born then resident in the United States — 
clear proof that most of our immigrants add to our 
already overcrowded city life and do not, despite all 
our efforts, reach the farms. 

7. Weight of immigration borne by the industrial 
centers. — Our great industrial states and cities bear 
the principal weight of the present immigration. Of 
those who enter nearly 70 per cent are males, about 
80 per cent are between the ages of 14 and 44, and of 
these over 50 per cent are single, unskilled laborers. 
In these great industrial centers, the newly arrived 
immigrants compete strongly with those that came 
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before and with ' the American laborers. They come 
in contact with new conditions of city life, and have 
to adjust themselves to the lively industrialism of 
American activity. On the other hand, American 
industrial conditions have to undergo readjustment 
as a result of this enormous influx of foreign life. 
It is a tremendous business as well as social problem. 
In an article on the city's responsibility to the immi- 
grant, in the June issue of the Immigrants in Ameri- 
can Review, it is stated that : 

We have entered upon the period in which city men are 
dominating the policy of the nation. 

The problem of the city is the problem of a revolution — 
a revolution brought about by an industrial evolution, with 
an immigrant invasion. 

These immigrant races form colonies, like an invading 
army, taking section after section of our cities exclusively 
for themselves, building business on racial lines, come in 
contact with practically only the unsuccessful class of 
Americans. In these districts — cities within a city — ^many 
foreign customs are observed, and the traditions and preju- 
dices of centuries are perpetuated. 

In the face of such facts it is clear that one of the most 
important steps in our American life today is the realization 
that the assimilation and Americanization of the immigrant 
is a municipal responsibility to which the state and the 
N^ational Goverhment owe support and guidance. 

8. Later immigrant shows a lack of permanent in- 
terest. — A large proportion of our present-day im- 
migrants are single and unattached men who in many 
cases apparently look on this country only as a place 
where they can make money in a short time with which 
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to establish themselves in their native land. It is 
estimated that approximately 25 to 30 per cent event- 
ually return home to stay. These bird-of -passage 
workers always move where there is the slightest in- 
crease in wages, and invariably compete for a job re- 
gardless of the country's interests. Moreover, not 
thinking in terms of years of labor or of the interests 
of their children, they do not object seriously to bad 
working conditions. 

9. The immigrant and industrial processes. — Our 
immigrants often exert a powerful detrimental influ- 
ence upon American industrial and social life — owing 
especially to the prevalence of illiteracy, lack of tech- 
nical training and of a knowledge of English, as well 
as poverty, low standards of living and often of mor- 
als, and often to an absence of any permanent inter- 
est in the welfare of this country. Since the economic 
productiveness of the immigrant depends largely 
upon his manual skill, and since that is often deficient, 
one result of the present immigration is the more wide- 
spread use of automatic machinery and mechanical 
processes. The Hebrews that come to this country 
have largely been city dwellers abroad; therefore 
many of them, when they arrive here, naturally settle 
in the cities, and enter the manufacturing industries. 
Other races — ^the Slavs from Austria-Hungary, 
southern Russia and Poland, the Italians from both 
northern and southeni Italy — come from agricultural 
districts, but since they desire immediate employment 
here that will soon bring returns, they also enter the 
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manufacturing and mining industries in the great 
industrial centers. Such workers have lessened the 
demand for skilled l^^borers and increased the need 
for more supervision and a more general use of cer- 
tain kinds of machinery. With these changes has 
come an extremely severe competition ' in industrial 
life. 

10. Immigranfa tendency to lower the standard of 
living. — It has often been asserted that the newly ar- 
rived immigrants, generally speaking, do only un- 
skilled labor and, as it is sometimes expressed, 
simply force skilled laborers into positions of super- 
intendence where they are paid better wages. While 
it is true that with the arrival of great numbers of 
ignorant, unskilled immigrants there is a demand for 
men who can superintend their work, there is not 
room at the top for all the workmen that are crowded 
out by these newcomers. Many are pushed to the 
wall and forced to accept poor positions at low wages 
as a direct result of this invasion of foreign laborers. 
Often a strong race prejudice has led workmen to 
quit rather than work side by side with foreigners 
whose language they could not understand, or whom 
they found personally repulsive. These conditions 
have not only tended strongly toward preventing an 
improvement in the wage earners' standard of living 
in this country, but they have brought about, in many 
instances, a positive lowering of that standard, greatly 
to the detriment of our civilization. 

11. Effect on growth of population. — ^Many of the 
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best authorities are of the opinion that the popula- 
tion of the United States would have been ejiually as 
great as it is now had there been no immigration what- 
ever during the last thbty years. They think also 
that the population of some of the countries, from 
which hundreds of thousands or even millions of im- 
migrants have come, has not been lessened by that emi- 
gration. The principle upon which this conclusion 
is based, is that the influence of economic conditions 
upon the birth rate is very marked, and that increase 
of the immigrant population has so changed the eco- 
nomic and social status of the native-bom Americans 
that the birth rate has lessened enough to more than 
offset the mmiber of arriving immigrants. The ef- 
fect, then, has been, not an increase in population, but 
the substitution, to a very noteworthy extent, for what 
would have been a native-born American population, 
of the untrained, and as yet imadapted races of 
southern and eastern Europe. The controverted 
question is one that, of course, does not admit of 
absolute proof on either side, but the weight of au- 
thority favors the conclusion that our enormous 
immigration of the last thirty years has not increased 
the population of the United States but has merely 
brought about this substitution. 

12. Restriction necessary to maintain an American 
standard of living. — To establish firmly an Aimerican 
standard of work and living, to guarantee a proper 
distribution of the benefits of our marvelous natural 
resources and our wonderful industrial progress, and 
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at the «ame time to maintain the spirit of enterprise 
and the stimulation to industrial progress and effi- 
ciency, it seems necessary to impose some limitations 
upon the nimiber of immigrants who are rapidly en- 
tering the country. All that is essential is to limit 
temporarily the number of incomiujg aliens so that 
the foreign workmen- already in the country may be 
industrially assimilated and may be educated to the 
point where they will demand proper standards of 
living and will be constrained by the economic aspira- 
tions of the native American. 

18. Distribution of wealth a real indication of pros- 
perity. — It is clearly apparent that a restriction of 
immigration would be in reality an arbitrary curtail- 
ment of the increase in the existing labor supply, and 
might be attended by a temporary check in the 
rapidity of the remarkable industrial expansion that 
has been characteristic of recent years, but the meas- 
ure of the economic welfare of the citizens does not 
consist chiefly of the number of tons of coal mined 
or the tons of pig-iron produced, or the number of 
yards of printed cloth manufactured. The real in- 
dication of material prosperity is to be found in the 
extent to which the masses of the population, largely 
wage earners, share in the industrial output, which is 
partly attributable to their labors; and unless there 
is a limitation of cheap foreign labor, it is perfectly 
clear that the American wage earner cannot hope to 
participate properly in the results of our industrial 
progress. Moreover, the higher wages and better 
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standards of living that would be the logical outcome 
of restriction, would attract skilled and highly trained 
workmen from northern and western Europe who, 
under present conditions, have ceased to emigrate to 
the United States. The return of this more efficient 
class of wage earners would favor the promotion of 
industries for the production of more finished and 
special commodities that are now sold by foreign 
manufacturers in our own and the world markets. 

14. Labor unions opposed to immigration. — Partly 
on the ground of competition, the labor unions as a 
body have been decidedly opposed to immigration 
on both political and economic grounds. Samuel 
Gompers, President of the American Federation of 
Labor, in a letter to President Wilson, advocating 
the Dillingham-Burnett Immigration Bill of 1915, 
which included the literacy test, said: 

Those who advocate the enactment of the immigration bills 
are persuaded that the needs of the people of our country 
require some means to protect them, their work and their fu- 
ture against wholesale immigration— immigration planned on 
a great scale to depress the condition of the workers here by 
large numbers who may and do supplant them and take from 
them their opportunities to earn a livelihood. There must 
be some provision to meet a serious and menacing situation 
jeopardizing American standards of life and American con- 
cepts of freedom. 

The recent United States Industrial Relations 
Conmiittee, which studied this question stated; ^^that 
the great mass of non-English-speaking workers, who 
form about one-half of the labor force in the basic in- 
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dustries, has done much to prevent the development 
of better relations between employers and employes. 

15. Recent immigrants coming to recognize the 
need for restriction. — Frank Julian Warne, in his 
book, "The Immigrant Invasion," remarks that even 
the recent immigrants "are coming to a recognition of 
the disastrous effects uncontrolled immigration pro- 
duces in limiting the opportunity in America for a 
decent standard of living and a fair wage." He 
quotes part of a resolution adopted by the general 
executive board of the United Garment Workers of 
America, consisting, with one exception, of Russian 
Jews. It was passed at the close of an unsuccessful 
strike in New York, in 1915: 

Resolved : That the unprecedented movement of the very 
poor to America from Europe in the last three years has 
resulted in wholly changing the previous social, political and 
economic aspects of the immigration question. The enor- 
mous accessions to the ranks of our competing wage workers, 
being to a great extent unemployed, or only partly em- 
ployed at uncertain wages, are lowering the standard of 
living among the masses of the working people of this coun- 
try, without giving promise to uplift the great body of im- 
migrants themselves. 

16. The immigrant an important financial factor. — 
From the financial point of view the immigrant is an 
important factor. The entrance of a million workers, 
most of whom go into machine industry in a limited 
number of states, necessitates a rapid increase in busi- 
ness and capital in order to put them eflFectively at re- 
munerative work. Without such an increase in cap- 
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ital, the only possible result is unemployment, low 
wages and a general lowering of standards. Let us 
not judge by war conditions. The conditions of 
1913-14 are likely to be repeated in 1918-19. 

17. Vast natural resources alone are not enough. — 
It is nonsense to speak of vast natural resources as 
an argument for the handling of an unlimited immi- 
gration without strict regulation. 

We are now rapidly entering into what may be 
called the manufacturing stage, which depends upon 
outside markets for the disposal of its surplus goods. 
No longer do we need imi^igration for the exploita- 
tive use of our natural resources. No longer have 
we the vast expanses of new land as a safety valve 
for out-pushing population. Professor Fairchild 
makes the following estimates of the number of 
square miles of territory for each immigrant coming 
into the coimtry: 

Square Miles 
Year of Territory 

1800 8.278 

1820 20.927 

1830 14.355 

1860 1205 

1880 1076 

1900 82* 

1910 .347 

We are now rapidly passing into the class of the 
large manufacturing countries of Europe, such as 
Germany and England. 

18. Large amount of capital needed to employ 
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immigrants. — For all industry in the United States 
in 1909, the capital employed was $18,428,270,000, 
while the persons engaged numbered 7,678,578, the 
ratio being approximately one unit of labor to each 
$2,400 of capital invested. In the clothing industry, 
the ratio was about 1 to $1,000; slaughtering and 
meat-packing, 1 to $3,500 ; in the New England states, 
$2,000 worth of capital was needed per unit of labor ; 
in the Middle Atlantic states, 1 to $2,500; east North 
Central, 1 to $2,500; in New York City, 1 to $2,000; 
Pittsburgh, 1 to $4,000; Chicago, 1 to $3,000; Law- 
rence, Massachusetts, 1 to $2,500. 

It is probable that a minimum of at least $2,500 is 
needed for each worker. This gives some idea of the 
jQnancial demands necessitated by immigration in 
order effectively to take care of the new population 
brought in. In addition, of course, nearly a million 
native-born must be looked after. The demand for 
new capital to employ effectively these additional 
workers probably runs to two or three billion dollars 
a year. 

19. Immigration without adequate capital means 
non-adjustment. — ^Many of the immigrants, ped- 
dlers, shoe-blackers, etc., work their way out with 
little capital expenditure and thus probably reduce 
the above figures. On the whole, however, the figures 
give some tangible idea of the financial problem in- 
volved. If capital investment does not keep up to 
the needs of new workers, the result can only be mal- 
adjustment. The United States Immigration Com- 
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mission, after exhaustive study, showed an over- 
supply of labor in basic industries. During the two 
years 1918-14, when unemployment conditions in 
our large cities were acute and business seemed to 
be at a standstill, over one million immigrants poured 
in. Immigration under such circumstances can only 
be productive of, and if continued for any length of 
time, can only work havoc with our standards of 
living. 

20. Immigrants to bring money. — ^In other wajrs 
the immigrants are of financial importance. Some 
money is brought in with them. Sir G^eorge Paish 
in his report on the Trade Credit Balance of the 
United States to the National Monetary Conmiis- 
sion, estimated the amount at $50,000,000 a year, 
which would seem to be a fair statement. On the 
other hand, a large amount of money is yearly sent 
out of the coimtry in various forms. The Immigra- 
tion Commission estimated the amount sent out in 
1907 at $275,000,000. It is safe to say that from 
$200,000,000 to $800,000,000 a year is sent from this 
country by immigrants here. 

21. Natural method of raising standards. — It 
would seem as if the problem of holding up standards 
under the impact of such an inmiigration as has been 
described, is almost an impossibility. The struggle 
for existence is stronger than law or standards. The 
natural method of raising standards is to limit com- 
petition. Could any better example be found than 
the way in which, during the last two years (1915- 



IMMIGRATION 216 

16), industry has obviated the prevalence of unem- 
ployment? Wages have been increased and hours 
of labor reduced, often voluntarily. Under normal 
circumstances, such a situation would have only re- 
sulted in a large increase in numbers which would 
tend thru competition to prevent these beneficial 
results. 

22. Vast population to draw on. — It is well 
to note for a moment the vast populations upon which 
our immigration has lately been drawing. Russia, 
Austria-Hungary, Italy, Greece, Roumania, Bul- 
garia, Servia, and Turkey alone have a combined pop- 
ulation of more than 291,000,000 people. This vast 
reservoir of people has so far hardly been tapped by 
the large immigration streams abeady flowing into 
this country. 

23. Restriction will not deprive ambitious people 
of a chance in life. — ^Restriction of immigration will 
not deprive people in other lands of an opportimity 
to make new starts in new countries. British North 
America, with its vast natural resources, is seeking 
new citizens. In a few years, without doubt, Canada 
will equal the United States as a field for re-starting 
life. In South America, an unlimited opportunity 
for probably years to come is offered to the people of 
Europe who wish to strike out for themselves. In 
many ways South America thru climate, thru race, 
thru language, will offer better opportimities for emi- 
grants from southern and eastern Europe than the 
United States. Any restriction on the part of this 
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country now will probably have the effect of widen- 
ing the field of emigration to those newer countries 
which are in the position that the United States was 
some 75 or 100 years ago. 

For these reasons there is cause for satisfaction in 
the passage of the Dillingham-Burnett law in 1917. 
Tho there may be valid grounds for objection to the 
literary test as the best method of restriction, it is 
still a fact' that this test will be most effective on the 
"birds of passage," who from the economic stand- 
point are our least desirable immigrants and those 
who do most to lower the standard of living of our 
wage-earners. 

24. Americanization of immigrants. — ^For business 
as well as for social and political reasons, it is 
extremely desirable that immigrants who are to make 
their permanent home here became Americans in 
mind and heart as soon as possible. 

The greatest evils of immigration are found in our 
great mining and industrial centers. Movements to 
secure a better distribution of the immigration, es- 
pecially as farmers upon the land, should be en- 
couraged. The majority of those coming from Italy 
and Austria-Hungary have been farmers. They 
should be encouraged to become farmers here. 

Again, they need to know the English language, 
to understand American political institutions, to 
learn American customs of living and working that 
they may become an integral part of otu* nation. 
EflForts are being made by private citizens, by volun- 
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tary associations, by governmental action, thru schools 
and bureaus, to accomplish these results. Now that 
the influx of the overwhelming numbers of the immi- 
grants is somewhat checked, the eflforts toward their 
Americanization should be encouraged and strength- 
ened. 

REVIEW 

How far has the restriction of immigration during the present 
war been responsible for the rapid rise in images? 

If immigration should return to normal at the end of the war, 
what effect would that have upon the American standard of 
living? 

If capital asks for protection against low priced foreign goods, 
should labor here be protected against low-priced labor from 
abroad ? 

In what ways would a wider distribution of immigration^ over 
the North and South American continents, be of value to the 
American business man? 

Why do we adopt an exclusion policy in regard to Chinese, 
Japanese and Hindus, and not as regards Turks, Syrians, Per- 
sians, Cossacks and negroes? 

Why do we openly pass an exclusion law against the Chinese 
and not favor one against the Japanese? 



CHAPTER XII 

PUBLIC SERVICE CORPORATIONS 

1. Public service corporations need special recog- 
nition. — In the business field, there is a group of pub- 
lic service activities, which, from their peculiar rela- 
tion to the public, require special recognition and con- 
sideration on the part of the government. First are 
the transportation interests including steam railroads, 
ships and boats, street and interurban electric rail- 
ways and other conmion carriers both of passengers 
and property. Second, and of nearly equal impor- 
tance, are the commtmication utilities such as the 
telegraph and telephone; and third come the light, 
heat, power and sanitation utilities, including gas, 
electricity, water and drainage. Closely allied with 
these are such other utilities as docks, warehouses, 
grain elevators and cold-storage plants. 

2. Recent growth of public service corporations. — 
Relatively speaking, the public service industries are 
still young. A large part of the national wealth is 
represented by these public service industries and 
their activities touch directly or indirectly, not only 
the pocketbooks, but the comforts and convenience of 
nearly every person in the United States. 

218 
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8. Why different from other industries. — In a 
number of ways, the relationship between these indus- 
tries and the public is different but more intimate than 
that of other lines of business. In general, these in- 
dustries are monopolies, based on legal sanction or 
natural conditions. Monopolies may be classified as 
legal monopolies, natural monopolies and capitalistic 
monopolies. At the present time, we have two gen- 
eral kinds of legal monopolies. Our patent system 
gives a monopoly, so too, the copyright system, which 
applies to books and printing. We have also public 
franchises such as the privileges granted to urban rail- 
ways for the use of certain streets. These rights are 
generally granted to a single corporation. Many of 
our local utilities are of such a character. 

4. Meaning of natural monopoly. — By natural 
monopoly, we ordinarly mean a business enterprise 
of such a nature that owing to the mere economic 
facts in the case, there is of necessity a monopoly. It 
is something that is not at all a matter of law altho 
it may be favored with a law — ^it is simply the out- 
come of the nature of the business itself. Ordi- 
narily the chief characteristic of a natural monopoly 
is thkt it is "an industry of increasing returns" as 
compared with industries of "constant returns'* or 
industries of "diminishing returns.'' For a certain 
expenditure of capital and labor upon an acre of 
ground, the return will be a certain number of bushels 
of grain. If you were to double the amount of labor 

and capital you would increase the amount of your 
xxrr— 16 
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product, but it probably would not increase propor- 
tionately. If you double again you increase your 
product, but in a still less proportion. An indus- 
try of decreasing returns means that as you increase 
your expenditure of labor and capital you get a less 
and less proportionate return. 

On the other hand, if you take the case of ordinary 
manufacturers or merchants for every increased 
increment of capital and labor added you get sub- 
stantially a proportionate return. Then there is a 
third class of industries — industries of increasing re- 
turns in which for the addition of a certain increment 
of capital and labor you get what is more than a 
proportionate return. Natural monopolies are of 
that kind. Take the case of a railroad. After 
it is built and has a certain capacity of production, it 
can carry a certain amount of freight and a fixed 
number of passengers. If you wish to double the 
carrying capacity of the road, you do not need to 
double the investment of capital. In all probability 
you would need only to add the necessary number 
of cars and locomotives and (a few) more employes. 
To increase freight by 25 per cent, you put on extra 
cars and locomotives. This principle of natural 
monopoly — increasing returns — applies not only to 
railroads, but also to street railways, to gas and elec- 
tric light companies, and water supply companies. 

5. No reasonable competition between railroads in 
same territory. — There can be no fair, reasonable com- 
petition with the railroad that meets the needs of a 
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certain district. A parallel line is largely a sheer waste 
of capital. If the first railroad cannot quite handle 
the traflSc, increase its capacity. If a parallel road is 
built the only possible way for them to get along to- 
gether is to combine. If they attempt to compete, it 
means ruin for both, for neither can afford to stop 
business nor cut rates in order to increase traffic be- 
yond what would enable it to continue permanently 
in business. 

6. Public service corporations tend inevitably to- 
ward monopoly. — From the mere fact that the rail- 
road is an industry of this type, it inevitably tends 
toward monopoly. The same principle holds with 
street railways. Service is needed on certain streets. 
One line can occupy the street satisfactorily, but an- 
other one cannot be built, without great disadvantage 
to all concerned. There is no room for two different 
railroads on one street. Moreover, two are unneces- 
sary. It is an industry of increasing returns. If 
added service is needed, do not put in another railroad 
but put in additional facilities for the existing line. 
A natural monopoly may be also an industry of such a 
nature that it will be given a franchise and in that way 
become a legal, as well as a natural monopoly. 

The development of water power within the last 
few years will add another large group of industries 
to the public utilities list. The utilization of water- 
wheel power increased from 438,472 horse power in 
1902 to 2,471,081 in 1912. Many charges have been 
made that in a good many cases, particularly in 
southern and western states, companies have been 
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organized to buy up and control all the water power 
sites so that anybody wishing to use water power has 
to rent that power from these companies who have a 
monopoly. Even tho their rates for water power 
are lower than the cost of steam power, many of these 
companies, it is claimed, have enough control to 
prevent others from getting water power. In this 
way they are able to restrict development. This again 
is a type of natural monopoly and it raises the issue 
whether or not the governments should not own 
all of these water powers. At least, direct gov- 
ernment supervision under carefully drawn franchise 
agreements should be made before these water-power 
rights are allowed to go into private hands. Other- 
wise, there will result the conditions prevalent in many 
of our cities, where a long struggle has been neces- 
sary to get back some of the rights granted to public 
utility companies in former days. 

7. Characteristics of public service enterprises. — 
Since these industries from their very nature possess 
inherent monopolistic characteristics, their relation to 
the public is very important. In general we may note 
four characteristics in all these industries. 

The public is peculiarly dependent upon them for 
its comfort and its progress. Upon good water 
depends, in large part, the health of a community. 
Upon quick and reasonable transportation depends 
business, and just as important, the happiness of the 
people. Especially is comfort dependent upon the 
municipal railway system and the ability of the people 
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to extend their range for homes over a wide area. 
The rapidity of present-day American business de- 
pends largely on the telegraph and telephone. Upon 
good service in gas and electricity much of our city 
life thrives. In a himdred and one ways, modern 
life depends upon the service rendered by these in- 
dustries. 

8. Substitution impossible. — Substitution for their 
service and products is almost impossible. True, the 
jitney bus has had its day of usefuhiess but as a 
permanent substitute for the mass of people, it is of 
little consequence. Motor trucks took care of the 
transport of provisions to American troops in Mexico, 
but at a heavy cost and only as a temporary matter. 
Permanent occupation could be effected with success 
only in one way and that is to seize and use the 
railway. Kerosene oil might take the place of gas 
and electricity, but is unthinkable as a substitute in 
the modem city with its flats and apartment houses. 
The public simply must use these utilities or suffer 
greatly. 

9. Competition impossible. — Competition in these 
industries, is a practical impossibility. The value 
and the propriety of monopoly conditions is recog- 
nized in the public service corporations. The nature 
of the service rendered by them gives them rate-mak- 
ing powers that clearly resemble the taxing powers 
of the government. Legally, they are distinguished 
from ordinary private business as they are under 
recognized legal obligation to provide satisfactory 
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service, to refrain from unjust discrimination and to 
make their charges for service reasonable and just. 
Such restrictions are not generally placed on manu- 
facturing enterprises, department stores or other such 
lines of business. 

10. Assisted by the government in a peculiar way. 
— The fact that the government has assisted these in- 
dustries in many ways in a peculiar manner thru giv- 
ing them the right of eminent domain, money and 
land grants, and liberal franchises, including the use 
of city streets, undoubtedly gives to the public a moral 
and legal right to prevent the abuse of monopoly 
power, or any activities inimical to the public good. 
The tremendous influence of these corporations on the 
standard of living, their ability to secure the unearned 
increment value coming from rapid increase in popu- 
lation make needful a degree of public oversight. 
Thej^ must be effective instruments for the service of 
the individual citizen and for the development of the 
country. Their regulation is a necessity. The rec- 
ognition and expansion of the principle of control of 
public utilities constitutes one of the most striking 
features of American political life in recent years. 

11. Bad practices in the pa^st. — In the early devel- 
opment of public utility industries, this principle was 
not recognized ; there was little or no safeguarding of 
the public's welfare. Their monopoly characteristics 
were not so clearly recognized. The public had had 
no experience with them. The future values of 
franchises granted were not clearly recognized and 
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often they were bartered for long periods of time 
or in perpetuity with little or no return. Mil- 
lions of acres of land of untold value were given in 
grants to the railroads. City privileges essential to 
the future growth of a municipality were given to 
private companies with little thought. 

12. Public service character not recognized. — 
Much of the present difficulty in the proper control 
of public utilities comes from this lack of foresight. 
The pubhc strives to win back these essentials so 
freely given in the past simply because the public 
service character of these corporations was not clearly 
recognized. 

Mr. Delos F. Wilcox says that: 

Expressions such as traction war, gas fight, telephone con- 
troversies, and electric light dispute are familiar to every- 
one. In the picturesque language of the newspapers and of 
the street, the public service corporations have long been 
described as public enemies, and the attitude of belligerency 
toward them has become chronic in many, if not in most 
American cities. 

Both sides are coming into a more reasonable state 
of mind. The principle of regulation is firmly estab- 
lished. 

18. Systematic regulation a recent matter. — Sys- 
tematic regulation of public utilities, however, is a 
comparatively recent matter. It is true, of course, 
that in some states railroad commissions have existed 
for forty years or more. The Massachusetts Gas and 
Electric Commission is thirty years old. The Inter- 
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state Commerce Commission Act, the forerunner of 
Federal regulation, was passed in 1887- In 1906, the 
Interstate Commerce Law was amended to give the 
commission mandatory, instead of merely advispry 
powers with respect to rates to be charged in the 
future. In 1907, Wisconsin and New York enacted 
their comprehensive public utility laws. The number 
of states having such commissions is now thirty-one. 
The District of Columbia, Hawaii and the Philippine 
Islands, each has a commission. With the exception 
of Delaware and Utah, all the states now have either 
railroad commissions or pubUc utility commissions or 
both. 

14. Powers of regulating commissions. — In almost 
all cases, the commissions can prescribe rates to be 
charged. They may investigate the service rendered 
by the utilities, and if they find it inadequate, they 
may direct that new standards be established. They 
control the accounting practices. The companies 
are obliged to make regular and special reports to 
the commissions at times fixed either by law or by 
rules of the commissions. Whenever such companies 
wish to issue new stocks or bonds, they must first get 
the commission's consent. In these and other ways, 
the public service commissions enter intimately into 
the affairs of public utility companies. They act 
either on the complaint of a dissatisfied consumer or 
on that of a municipality or an association of some 
kind, or they may make their own complaints and 
prosecute on their own initiative. 
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15. Commissioners], how chosen. — The commis- 
sioners are either appointed or elected, the prevailing 
method being to have them appointed by the governor 
of a state, subject to confirmation by the Senate. In 
a number of states, however, the members of the^tjom- 
missions are chosen directly by the people at general 
or special elections. The terms of office of the com- 
missioners are usually long enough to enable them to 
become proficient in their work. 

16. Commissioners must possess high qualifications. 
— The duties of commissioners call for a high degree 
of ability. In fact, it is generally admitted that the 
value of any regulating law depends primarily on the 
ability and integrity of the commission chosen to 
administer it. It is readily seen, however, that the 
administration of these laws may be closely linked 
with politics, and sometimes men whose chief quahfi- . 
cation is their loyalty to a political party machine 
may become commissioners. 

17. Status of regulating bodies. — The government 
generally classifies these commissions as administra- 
tive agencies, possessing neither judicial nor legisla- 
tive powers. In performing their duties, however, 
they must satisfy the courts both as to their com- 
pliance with the authority granted them by the legis- 
latm^e and as to their observance of constitutional 
guarantees. Sometimes the legislatures have not 
given thd conmiissions all the powers that are 
needed to' make regulation entirely efiicient. More 
frequently, however, the commissions are hindered by 
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the courts' narrow interpretation of their powers. 
This is especially the case when it is question of de- 
termining the earnings to which a public utility enter- 
prise is entitled. In this important function the 
courts have practically taken the place of the com- 
missions. 

18. State veravs local regulation. — The regulation 
of public utilities by the state rather than by the 
mimicipality has been the popular program during 
the last few years, tho many examples of good re- 
sults and progress have been accomplished under lo- 
cal municipal rule. Those arguing for municipal 
regulation as against state regulation, claim that the 
latter is favored by the public service corporations 
who wish to write the laws and use their influence in 
getting appointees of the right mind ; that state regu- 
lation has not done so well as municipal regulation; 
and that it has not eliminated the public utility from 
municipal politics. Perhaps the strongest argument, 
and one that has a great deal of good sense in it, is 
that state regulation has taken away from the citizens 
of a municipality their immediate interest in these 
questions and has had a disastrous effect on the qual- 
ity of municipal citizenship. Cities, for their right 
development, should have a large amoimt of home 
rule and we must be careful not to break down these 
strong, local interests. 

19. Advantages of state regulation. — On the other 
hand, certain outstanding advantages come from state 
regulation. The very form of public utility manage- 
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merit, now changing so rapidly and in the direction of 
concentration, makes state control almost a necessity. 
The tendency toward centralization in ownership in 
the electric field of operation which has been greatly 
promoted by the development of the hydro-electric 
and central power stations, which furnish power to 
numerous plants in certain sections thruout various 
parts of the coimtry, is an illustration. These cor- 
porations are state- wide, powerful financial bodies and 
are the most important to regulate. In New Jersey, 
for example, if each local unit were left to regulate 
as it pleased the activities of the New Jersey Public 
Service Corporation, rank confusion would be the 
result, the cost would be tremendous, and it is doubt- 
ful if, on the whole, any good results would accrue. 
A corporation, for many good, justifiable and valid 
reasons, would rather deal with a strong central state 
commission than with such a riot of regulation. In 
fact, few cities can afford to maintain a competent 
regulating body. A similar controversy in many 
ways is found in the clash between the state and the 
Federal goverments. Here, again, it is growing 
more evident that centralization of management and 
capital, with the economic elimination of states lines, 
is breaking down more and more local state regula- 
tion with its forty-eight separate regulating agencies ; 
a cumbersome, expensive and hampering method of 
operation. 

20. Optional home rule. — The principle of op* 
tional home rule is one that should be given much 
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consideration. Large cities, like New York, Chicago 
and Philadelphia, are in many ways in a better posi- 
tion to handle these questions than a state commis- 
sion. Various items of a regulating program may 
be left to the city; others can best be handled by the 
state. A local municipality, especially if large, 
should have much to say in the granting of franchises. 
It may well be given much power over rates and serv- 
ice. The control of securities and the supervision of 
accounts can perhaps best be handled by the state. 
For a time, at least, our regulating program should 
be elastic and adaptable, and we should be most care- 
ful not to break down local interest and citizenship 
in a quick scramble for state regulation. On the 
whole, however, it would seem as if present tendencies 
in the organization of public service corporations are 
making necessary the use of wider governmental units 
of regulation. 

21. Achievements of regulating bodies. — The most 
notable athievements so far have been the elimination 
of unjust discriminations and the bettering of serv- 
ice conditions. At the same time, in most of the 
industries, rates have had a downward tendency. 
The Interstate Commerce Conmiission has prac- 
tically stamped out the discriminating practices that 
prevailed up to a few years ago. State commissions 
found widespread discriminations in the fields of sev- 
eral of the public utilities. In almost every instance, 
the public utilities have cooperated with the commis- 
sions in putting an end to these practices. 
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22. Powers of commissions. — Most laws empower 
the commissions to prescribe standards of service and 
they have done so for each of the utility industries. 
They have also employed investigators to supervise 
the apphcation of these standards thruout the terri- 
tory, to the great benefit of the public generally. 
Except, perhaps, in the electric traction field, where 
there is a more or less traditional rate of charge, the 
work has not been seriously interfered with by parti- 
san pohtics creeping into the ranks of the commis- 
sioners. Furthermore, the courts have seldom inter- 
f ered with conmiission regulations pertaining to serv- 
ice. 

28. Net income and distribution. — The regulation 
of rates involves two important points: First, the 
total net income which the utilities shall be allowed to 
earn in each case; second, the distribution of the net 
income among the several classes of consumers in such 
a way that all may share equitably in the total cost 
of the service. The latter feature of rate regulation 
is a matter of discrimination. The public seems to 
feel that it is being duly protected from unjust dis- 
crimination thru the commission's supervision of rate 
schedules. 

The first feature of rate regulation — ^the deter- 
mination of the aggregate net income — is in a hope- 
less state of confusion. Fr<Mn an economic stand-' 
point, such net income must be sufiicient to attract 
new capital into the industries. The economist, 
therefore, is interested, not so much in the manner of 
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determining this amount as in the amoimt itself. 
The courts, however, have interposed, for the guid- 
ance of the commissions, a legal fiction to the effect 
that rates may not be reduced below a point that 
will afford a fair return on the present value of the 
properties employed in the service. This has pro- 
duced a conflict between the commissions and the 
courts, the effect of which has been to embarrass se- 
riously the commissions and to create in the minds of 
the public a distrust of the entire regulation pro- 
gram. 

24. Valuation of properties. — The valuation of 
steam railroads, now progressing under the direction 
of the Interstate Commerce Commission, is crystal- 
hzing the opinions of commissioners on the subject 
of value. They feel that land, machinery, apparatus 
and equipment used for public utility purposes should 
be valued differently from similar properties used in 
competitive enterprises of a private nature. They 
take the position that the owners of public utility en- 
terprises should be protected from rate reductions 
only to the extent that they themselves have made 
sacrifices in the construction of their plants and in 
the development of their business. Consequently, 
they say that when a company has been so prosperous 
as to earn and set aside a substantial surplus in addi- 
tion to the payment of operating expenses, deprecia- 
tion and reasonable dividends, this surplus should not 
be used as a basis of increasing the net income to be 
allowed the enterprise in the future. This principle 
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also, they say, applies equally to the increase in land 
values resulting from the growth of population and 
to land grants and other donations made by public 
authorities and private individuals for the piu^pose of 
hastening the establishment of public, utilities. 
' The courts, on the other hand, have decided that 
the constitutions, both state and Federal, forbid the 
state to take private property for public use without 
a just compensation, and that when a regulating 
comimission reduces rates to a point which will not 
permit a public utility company to pay a fair return 
for interest and profit on the present value of its 
property, this constitutional protection is being vio- 
lated. The courts, therefore, require that in rate 
regulation the present value of the properties be as- 
certained by the commissions, and that the net in- 
come allowed be sufficient to pay a fair return on 
such value. But in this connection, the courts have 
not made clear exactly what they mean by value. 

25. Points in dispute. — By this controversy, rate 
regulation has been seriously hindered, and the public 
has come to feel that it tends not only to retard the 
regulation of rates, but to defeat the very purposes 
of the coromission laws. It is becoming increasingly 
difficult for the public to satisfy itself that the lengthy 
discussions of theories of value serve any useful pur- 
pose in determining whether the stockholders of a 
public utility company have received and are receiving 
returns sufficient to induce capital to flow freely into 
the business. 
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Another point is that the uncertainty with regard to 
the amount of net income to which public utilities are 
entitled under public regulation, promotes specula- 
tion in the ownership of these public utilities. The 
very theory of value that many of the leading court 
decisions seem to favor, invites investment in public 
utility enterprises. These are made not only for the 
sake of a fair return but also to enable a few indi- 
viduals, usually the promoters of the enterprise, to 
lay stakes on the probability of unearned increments 
accruing to land value, increases in commodity and 
labor prices, and the surpluses from operation. Such 
promoters are speculators and their interest in public 
utility enterprises seldom extends beyond the initial 
period and the flotation of security issues. 

26. Regulation of security issues. — The public 
looks to the commissions to put a stop to these prac- 
tices. In recent years the commissions have been 
empowered to regulate the issue of stocks and bonds 
of public utility companies so that such issues may 
bear a proper relation to the investments actually 
made. Such supervision, however, touches only in- 
directly conditions that have been handed down from 
the past. There are many who fear that stock and 
bond provisions may result in establishing the specu- 
lative values fixed by promoters in earlier years. 

27. Regulation of public utilities still in develop- 
mental stage. — On the whole, it may be said that the 
regulations of public utilities is still in the develop- 
mental stage, not only as to the law but also as to prac- 
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tice and procedure. If regulation is to develop in 
the future so as to contribute in a large degree to the 
welfare of the public as A whole, the public and the 
public service corporations must come to a just rec- 
ognition of the claims of each other. It is often 
asserted that the public and the utility corporations 
are mutually antagonistic. This is not so. Many 
companies have found that the public is willing and 
anxious to be fair, if that feeling is reciprocated by 
the corporation in reasonable rates, good service and 
an evident desire to meet the public half way. 

REVIEW 

Why should public service corporations favor state control as 
against local municipal control? 

If public service corporations are regulated as to rates and 
quality of service, are they not entitled to protection against com- 
petition or even undue interference on the part of the local mu- 
nicipality? 

What disadvantages would there be in New Jersey following a 
policy of local municipal control over the Public Service Cor- 
poration of New Jersey? 

Are franchises for 100 years justifiable from the viewpoint of 
(1) the company, (2) the public, (3) future generations? Give 
reasons for your answer. 

Why is it claimed that the public and the public service cor- 
porations are mutually antagonistic ? How can their interests be 
reconciled ? 

Under what conditions would you consider trolley lines sup- 
plementary or in competition with a railroad? 



XXIV— 17 



CHAPTER XIII 

TRUSTS AND COMBINATIONS 

1, No clear-cut government policy recognized.^ 
Altho the necessity of regulation is recognized in the 
public service field of business, a very difiFerent ques- 
tion is presented when we consider the extension of 
governmental supervision to other parts of the indus- 
trial field. Two methods have presented themselves 
as government policies in the treatment of public 
service corporations — ^regulation or government own- 
ership. In the remainder of the industrial field, a 
wider and less definite choice is presented. Here 
monopoly is not recognized as necessary or as even 
advisable. Competition is still thought by most peo- 
ple to be something to be preserved and guarded by 
the community. The government has not entered 
into this part of the industrial field in so tangible and 
so direct a manner as has been the case with public 
utilities. Substitutes can often be found for the prod- 
ucts of most industries, so that the public is not so 
peculiarly dependent upon them as upon electric 
light, gas, water and railway service. Again these 
other industries are not generally recognized as pub- 
lic servants. 

Many arguments could be advanced for a policy 
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of legalized combinations and trusts, even with mo- 
nopoly conditions present, mider a system of regula- 
tion, including such matters as prices, securities and 
publicity of accounts, and such a policy has been ad- 
vocated by many people. But the idea of govern- 
ment ownership in this modern field is not so far ad- 
vanced as is the case with public utilities, where it has 
taken a strong hold. The public is still groping in its 
eflforts to find a satisfactory method of dealing with 
other industries. 

2. Defimtion of trusts and combinations. — Out- 
standing in this general industrial field are the great 
combinations. Instinctively the mind conjiu'es up 
the whiskey, the malting, the print paper, the steel, 
the sugar combination and a host of others. Their 
mere recital is evidence of the hazy definition given to 
the words "trust" or "combination." In general, we 
mean by such terms any large industrial combination, 
whether it be a capitalistic monopoly, or actual com- 
petitive corporation, whether it completely controls 
an industry, or it is only the strongest company in any 
particular line, as is the United States Steel Corpora- 
tion. 

The word "trust" is applied by the public to big 
business. Trusts and combinations are here taken 
to mean manufacturing corporations with so great 
capital and power that they are at least thought by 
the public to have become a menace to their welfare, 
whether or not they have monopoly power. 

3. Why government interferes. — There are several 
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reasons why the American government has seen fit 
to regulate or to prohibit trusts and combinations. 
As Professor R, T. Ely of Wisconsin simis the mat- 
ter up, the public's apprehensions are due to: 

The fear of monopoly power. 

The fear of industrial concentration. 

The fear of wealth concentration. 

All these fears are closely connected in the popular 
mind. There is a widespread feeling that accumula- 
tion of wealth in the hands of a few, together with the 
enormous ramifications of corporate organization, and 
the ease with which combinations are nowadays ef- 
fected are being used to oppress individuals and to in- 
jure the public generally. It has been a favorite line 
of argument, on the part of the United States gov- 
ernment prosecutors, to assume that any organization 
controlling a large percentage of the total output of 
the country in its field is thereby proved to be a 
monopoly. 

This argument was used in the cases against the In- 
ternational Harvester Company and the United 
States Steel Corporation. But it is by no means 
clear that monopoly can be determined by the per- 
centage of the total output. The Steel Corporation 
has had competition during the whole of its history. 
The International Harvester Company controls some 
85 per cent of the total output of the country in one 
or two lines of manufacture; but some of the Har- 
vester Company's competitors, when put on the stand 
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and asked if they felt the Harvester Company's 
competition to be unfair competition, emphatically 
answered "No." When asked if its competition was 
real competition they said it certainly was, but that 
they were increasing their output in spite of it. These 
competitors did not believe that the Harvester Com- 
pany could put up its prices materially as long as they 
maintained then- own prices, and there was no agree- 
ment among the manufacturers as to prices. Mo- 
nopoly cannot be determined in this way. Neverthe- 
less there has been a widespread general fear of these 
trusts and combinations and the government has felt 
it necessary to take decided action against them. 
Before taking up in detail the policy of our own gov- 
ernment some light may be found in the practices fol- 
lowed in Germany, England and Canada. 

4. Policies followed by Germany. — In Germany no 
prohibitory legislation is placed on trusts or combina- 
tions. The government itself in some cases is part 
and parcel of such organizations. Under this policy a 
remarkable development in trade combinations has 
taken place, the old combinations being continually 
extended and new ones constantly formed. The 
German "Kartell'* is usually in the form of an agree- 
ment regarding output and sales with severe penalties 
for their violation. Agreements often cover prac- 
tically an entire industry and are enforced by the 
courts. In this country, the courts would hold them 
illegal and would not enforce them. G^ermany be- 
lieves that good economic results come from such or- 
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ganizations and except in specific cases of wrong do- 
ing, contrary to the public welfare, does not attempt 
to prevent them. This, of course, is a marked con- 
trast to the American policy. 

5. Policy followed by England. — England also fol- 
lows a liberal policy, making her distinction on the 
basis of reasonable and unreasonable combination. 
In the earlier days, under the Houses of Tudor and 
Stuart there were many monopolies granted by the 
kings, such as the monopoly of being the only seller 
of certain lines of products. Later imder the Mo- 
nopoly Act complete monopoly or general restraint 
of trade was forbidden, but imder the English law 
from the earlier days even up to the present time, 
there have been certain forms of legal monopoly. 
On the restraint of trade the line of decision is most 
clearly marked. The English courts have held that a 
partial restraint of trade is not illegal imless contrary 
to the public interest. In other words, combinations 
which do not use methods that are unreasonable or 
harmful are not declared invalid under English law. 
Business in English industry is not hampered by a 
narrow governmental policy, it operates under spe- 
cific laws against wrong doing, and reasonable 
methods and intention are provided for. 

6. Canadian policy. — Canada, with economic condi- 
tions similar to our own, began its policy toward trusts 
and combinations in a similar manner, namely pro- 
hibition. The Dominion Criminal Code contains pro- 
visions against combinations and monopoly. Lately, 
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however, this purely negative policy has been greatly 
modified, altho not entirely superseded by the passage 
of the Combines Investigation Act of 1910. Under 
this law provision is made for a board of investigation 
composed of three persons, one representing the com- 
plaining party, one the defendant and the other a 
judge of the Court of Record. The board may be 
secured by any six persons who declare that a com- 
bination exists in respect of any article of trade or 
commerce and that prices are thereby enhanced or 
competition restricted to their detriment, either as con- 
simiers or producers and who can present reasonable 
ground for such declaration. 

7. Methods of regulation under the Canadian Act. 
— Several methods of regulation are provided in case 
the charges are proved. The tariflF may be reduced 
or taken oflF altogether on certain articles controlled 
by the combination, so as to bring about foreign com- 
petition. Patents used unfairly may be revoked. If 
the combination or person continues in a course 
against which the board has declared or does not carry 
out the recommendations made, such person or organ- 
ization is guilty of an indictable offence and subject to 
a fine not exceeding one thousand dollars a day and 
costs. Where licenses under the Canadian Inland 
Revenue Act are used imfairly, their cancelation is 
possible and probable. Subsidies granted by Parlia- 
ment to shipping or transportation companies may be 
revoked. 

8. Considerations in the Canadian policy. — ^Ac- 
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cording to W. L. Mackenzie-King, former Minister 
of Labor of Canada/ the Dominion shapes its policy 
in the light of three possible considerations : 

First. That it is the possible inimical eflFects of com- 
bination and not combination as such that is to be 
aimed at in legislation. This is frankly an admission 
that combination of itself is not necessarily a bad 
thing, but that it is an inevitable and necessary de- 
velopment. 

Second. Canada believes that it is the duty of the 
government to see that the interests of the many who 
compose a state are not sacrificed to the interests of 
the few which favors and opportimities have helped 
to create; and 

Third. That there are certain evils in combinations 
in which publicity is more effective than penalty, and 

■ 

that no single remedy may be formed for all the pos- 
sible abuses that may arise. 

9. Beginnings of American anti-trust movement. — 
In the United States from the end of the Civil War 
down till the late 80's, popular faith in competi- 
tion unhampered by government regulation was the 
rule. In the 80's, many large organizations were 
formed. Many used reprehensible methods to stifle 
competition and took a trust form of organization 
which, as it seemed to permit combination of almost 
unlimited size and power, aroused great apprehension 
on the part of the public. Legislatures became agi- 

iThe Canadian Combines Investigation Act, Annals American Acad- 
emy, July, 1912, Page 149. 
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tated, so that by 1890, 25 or 30 of our states had 
passed laws forbidding monopoly or combination in 
restraint of trade. Ordinarily, the law forbade all 
kinds of combinations in an attempt to keep business 
in the old competitive form. There is no doubt that 
had the earlier laws been strictly interpreted, it would 
not have been possible to do any business at all except 
as private individuals. 

The eflfect of these laws, however, was not great. 
They were recognized as having been passed in re- 
sponse to popular outcry. In cases where the legis- 
latures believed in them, business men did not. In 
consequence, business was generally carried on and 
combinations were seldom attacked. On the other 
hand, in some of the states an effort was made to en- 
force these laws rigidly, notably in Missouri and 
Texas. Suits were instituted and the acts were up- 
held by the courts. The consequence was that when 
it became apparent that it would be dangerous to do 
business on a large scale, there was either an evasion 
of the law or else the companies withdrew from the 
state. The International Harvester Company for in- 
stance, announced that it would not violate the law 
and that if it were going to be attacked as a law 
breaker it would withdraw ; and it did withdraw from 
Texas. Texas has now (1917) passed a bill inviting 
back to the state the corporations convicted under the 
anti-trust laws. 

10. Sherman Anti-Trust Act. — The Sherman An- 
ti-Trust Act was drawn in much the same spirit as 
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some of these state laws. Indeed, Senator Sherman 
said that its purpose was to enable the Federal courts 
to "cooperate with the state courts in checking and 
controlling the most dangerous combinations that now 
threaten the business property and trade of the peo- 
ple of the United States." Altho the law was passed 
in 1890, until 1903 it was a negligible factor, apathet- 
ically enforced. At this time, however, perhaps as 
a result of a number of investigations alleging politi- 
cal corruption and unfair practices by combinations, 
public attention was focused upon the combinations, 
and a general wave of prosecutions followed under 
the Interstate Commerce Commission Act and the 
Sherman Anti-Trust Law. 

11. '^Monopoly^^ in the Sherman Act. — Under the 
Sherman law, "Every contract or combination in the 
form of a trust or otherwise, or conspiracy in restraint 
of trade or commerce among the several states or with 
foreign nations'' is illegal, and "every person who 
shall monopolize any part of the trade or commerce 
among the several states or with foreign nations shall 
be deemed guilty of a misdemeanor." If an organi- 
zation increased its business five or ten times simply 
thru using the most efficient means of production, it 
might very easily be called a monopoly, altho the or- 
ganization may have had no thought of doing any- 
thing out of the way. 

12. Reasonable and unreasonable restraint of 
trade. — In the first important cases the lawyers 
argued that altho the word "reasonable" was not 
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in the act, our law was a development of the com- 
mon law and it would be the natural thing to suppose 
that this Act applied only to contracts in imreasonable 
restraint of trade and contrary to the public interest. 
The jSrst important decisions that followed (espe- 
cially those in the Trans-Missoiffi Freight Associa- 
tion, in the Joint Traffic Association, and in the Ad- 
dyston Pipe and Steel Co. cases) rather disabused 
business men of this feeling. The courts held in prac- 
tically so many words that it was not the duty of the 
court to read words into a law, that Congress had said 
that every contract along this line was illegal, and that 
they would not attempt to take up the question 
whether or not a contract was reasonable. 

13. Standard Oil and Tobacco decisions. — Then, 
in 1911 came the decisions of the Standard Oil and the 
Tobacco cases when a step was taken by the court that 
covered the chief point that had been advocated dur- 
ing the preceding ten or fifteen years by the people 
who were trying to get the Sherman Act amended. 
The court in these decisions said that there must be 
adjustment as to the terms of the meaning of the law 
and that if Congress did not make that adjustment, 
it was a matter for serious consideration by the Courts 
and that it would construe the law in the light of rea- 
son. These two decisions marked the real turning 
points in the American policy toward trusts and com- 
bination);. Reasonableness was to be followed in de- 
termining the actions of those forming trusts and 
combinations. 
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14. United States Steel Corporation dednon of 
1915. — Court decisions of the last few years indicate 
a still more liberal and constructive point of view 
toward honorably conducted corporations and combi- 
nations. From the viewpoint of the business man, 
the decision of the United States District Court for 
New Jersey, in the case of the United States Govern- 
ment against the United States Steel Corporation, 
handed down June 3, 1915, was one of the most mo- 
mentous for many years. If it is upheld by the 
United States Supreme Court it will mark an epoch in 
our business history. For many years it has been well 
understood by those who have followed its methods 
of business, that the United States Steel Corporation 
has been attempting to manufacture good goods at 
the lowest cost, and to deal fairly with its competitors, 
with the consumers of its products and with its em- 
ployes — ^altho, of course, there has been a decided dif- 
ference of opinion between the officers of the corpora- 
tion and of the labor unions as to the best methods to 
foUow. The Court not only recognized these facts, 
but,' what is of vital importance, it has officially de- 
clared that when business is carried on with these pur- 
poses and by these methods, a corporation is not con- 
trary to the Sherman law, however great its size. 

15. International Harvester Company decision of 
1914* — It is an interesting fact and also a striking 
commentary upon the legal system of the United 
States that the District Court of Minnesota on Au- 
gust 12, 1914, altho recognizing that the International 
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Harvester Company had been carrying on its busi- 
ness in accordance with the same methods and with 
substantially the same results as those just mentioned, 
nevertheless decided that that company was a "trust'' 
existing in violation of tlie Sherman Law. To be 
sure, the percentage of the entire output of the coun- 
try in certain lines produced by the Harvester Com- 
pany is probably larger than in the case of the Steel 
Corporation and, at the time of its organization, some 
of its constituent members were competing in certain 
products. Nevertheless the methods of its capitaliza- 
tion left less to be criticized than that of the Steel Cor- 
poration. The purposes of doing business have ap- 
parently been largely the same. A decision of the 
Supreme Court of the United States must, of course, 
be reached before we shall really know what is the 
law. 

16. Sound business principles recognized. — ^Judge 
Elbert H. Gary, more than fifteen years ago, before 
the organization of the United States Steel Cor- 
poration, in his testimony on October 19, 1899, before 
the United States Industrial Commission, outlined 
the general line of business policy that he thought 
^eat corporations should follow in order that the best 
interests of the public as well as of the companies 
should be served. He said that in his judgment there 
was no possible way by which any company could keep 
down competition, even if it so desired. Speaking of 
the Federal Steel Company, of which he was then 
President, he stated specifically: "We have en- 
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deavored not to run counter and not to be antagon- 
istic to the spirit of any law of any state ; we are not 
attempting to control prices ; we are not seeking a mo- 
nopoly." And again, recognizing certain abuses that 
were found in some cases and the possible remedies 
for such evils, he said: "These great aggregations 
of capital undoubtedly are for the benefit of us all, 
certainly for the benefit of this country, and certainly 
for the benefit of the employes generally. But the 
aggregation of capital may be used in such a way 
as to do a great deal of harm. . • • I think the best 
remedy is plenty of light on the subject, plenty of 
discussion, a thoro understanding." On May 28, 
1918, testifying in a later suit. Judge Gary ex- 
pressed like opinions, asserting that the policy of the 
United States Steel Corporation has been consistent 
from the beginning. 

17. Affirmative decision by United States Supreme 
Court, recognizing honest business methods. — ^Altho 
there may have been here and there exceptions, the 
two great corporations mentioned, judging from the 
facts that have been brought out by the scores of 
witnesses, have conducted their affairs in accordance 
with the principles of enlightened business. Since 
the decisions in the Standard Oil and Tobacco Com- 
panies, the decisions of the Supreme Court have in- 
dicated that it believed in good business methods 
and would interpret the Sherman Law as being not 
antagonistic to corporations that followed soimd busi- 
ness practice ; but in the individual cases before it, the 
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decisions have generally been adverse to the corpora- 
tions — ^the Court holding that their business practices 
have been unsound and in many cases oppressive. 
There has been needed an affirmative decision that 
should state positively that any corporation following 
sound, hdnest business principles consistently, no mat- 
ter what its size, would not fall imder the ban of the 
Sherman Law. 

18. The real question involved. — The decision of 
the District Court in the Steel case takes definitely 
and positively that position. The judges, referring 
to the Standard Oil and Tobacco cases, say: "These 
cases may be taken to have established that only such 
combinations are within the Act as by reason of intent 
or the inherent nature of the contemplated acts preju- 
dice the public interests by imduly restricting com- 
petition or unduly obstructing the course of trade." 
And again, "It will be seen that the steel and iron 
business of this country is not being and, indeed, can- 
not be monopolized, that the real test of monopoly 
is not the size of that which is acquired, but the trade 
power of that which is not acquired." And further, 
"We dismiss once and for all the question of the mere 
volume or bigness of business. The question before 
us is not how much business was done, or how large 
the company that did it, the vital question is : "How 
was the business, whether big or little, done? Was 
it, in the test of the Supreme Court, done without 
prejudicing the public interests by unduly restricting 
or unduly obstructing trade? The question is one of 
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undue restriction or obstruction, and not one of un- 
due volume of trade." 

19. Pvblic interest as shown by facts. — These 
statements put the case squarely on the issues, not 
of verbal quibbles, or of legal technicalities, but of the 
public interest as shown by the actual facts. That 
position is the one that every business man wishes the 
Court to take. If the Supreme Court upholds this 
decision, it will do more to reUeve business anxietv 
and put the country on the road to permanent pros- 
perity than any possible legislation. Business men 
have hesitated to invest capital, because they could 
not judge how the Court would interpret the law. 
They had often followed strictly their consciences, 
knowing the facts, knowing that they were harming 
no one — and yet at times fearing that they might be 
breaking the law. 

20. Attempts to clarify the Sherman Anti-Trust 
Law. — In order to vitalize and clarify the Sherman 
Law so as to meet the wide dissatisfaction on the part 
of the general public, who have felt that the dissolu- 
tions of great trusts have not accomplished anything 
of practical value, and on the part of the business in- 
terests, who have felt that the uncertainties of mean- 
ing of the Sherman Law have subjected business to 
continual harassment with no compensating gain to 
the general public. Congress during the Wilson ad- 
ministration passed the Federal Trade Commission 
Act and the Clayton Anti-Trust Law. In these acts 
Congress has attempted to provide an administrative 
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body to deal with these questions on their economic 
merits and to define acts so as to make the provisions 
of om* anti-trust law specific and definite. 

21. Powers of the Federal Trade Commission. — 
The Federal Trade Commission Act provides for a 
commission of five members, not more than three of 
whom shall be members of the same poUtical party. 
The Commission has the following powers : 

(1) Power to eflfect the readjustment of business 
and to prescribe appropriate decrees in equity suits. 

(2) Power to require reports and classify corpora- 
tions. 

(3) Power of investigation. 

(4) Power to prevent unfair competition. 

In addition, by the terms of the Clayton Act, the 
Conamission possesses: 

(5) Power to prevent price discrimination, exclu- 
sive and ^Hieing" arrangements, holding corporations 
and interlocking directorates. 

22. Readjustment of business and the prescribing 
of appropriate decree in equity suits. — The Federal 
Trade Commission may upon application of the At- 
torney General "investigate and make recommenda- 
tions for the readjustment of the business of any cor- 
poration alleged to be violating the anti-trust acts, in 
order that the corporation may thereafter maintain 
its organization, management and conduct of busi- 
ness in accordance with law." In a suit in equity 
the Coiu-t may refer said suit to the Commission, 
as a master of chancery, to ascertain and report an 
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appropriate form of decree therein/' altho it is not 
bound by the report. Altho it is discretionary upon 
the part of the Attorney General and the courts to 
use the Commission, it is presumable that this will 
be done and that the decisions of the Conmaission will 
have much directing force. Much, of coiu'se, depends 
upon the composition of the Commission. The pres- 
ent body (1917) has won the good opinion of 
many business interests by its helpful spirit and sane 
view of conditions. 

23. Power of investigation. — ^Aside from the power 
of investigation which is conferred upon the Commis- 
sion as incidental to the functions just discussed, that 
body is given several other inquisitorial powers. It 
has the power to investigate the organization of any 
corporation engaged in commerce, excepting banks 
and common carriers. It may also *'upon the direc- 
tions of the President or either House of Congress, 
investigate and report the facts relating to any al- 
leged violation of the anti-trust acts by any corpora- 
tion." Also, it may, upon its own initiative, make 
investigation of the manner in which any final court 
decree entered against any corporation has been or is 
being carried out; and may "investigate, from time to 
time, trade conditions in the foreign countries, where 
associations, combinations, or practices of manufac- 
turers, merchants or traders, or other conditions, may 
effect the foreign trade of the United States." It 
may also have access to the documentary evidence of 
any corporation being investigated and has power to 
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require by subpoena the attendance and testimony of 
witnesses. 

24. Power to require reports and classify corpora- 
tions. — The Commission may "require — corporations 
engaged in commerce, excepting banks and common 
carriers to file with the Commission, in such forms as 
the Conmiission may prescribe, annual or special re- 
ports, or answers in writing to specific questions," it 
may also classify corporations and prescribe a imi- 
form system of accounting. This may be of far- 
reaching importance in determining the relative effi- 
ciency of various kinds of organizations. 

25. Power to prevent unfair competition. — The 
Trade Commission Act provides "that unfair methods 
of competition in commerce are hereby declared un- 
lawful," while under the terms of the Clayton Act, 
jurisdiction to prevent various specific acts has been 
vested in the Commission. These specific acts cover 
discrimination in prices among pin-chasers, the pro- 
hibition of "tieing" and exclusive selling arrange- 
ments, the buying by one corporation of the stock of 
other corporations where such acts may substantially 
lessen competition or tend to create a monopoly. 
The Clayton Act also provides "that no person shall 
be a director at the same time in any two or more 
corporations engaged in interstate commerce which 
have a capital, surplus and individual profits aggre- 
gating more than 1,000,000 dollars." This provision 
applies in cases where such corporations have been 
competitors, so that the elimination of competition be- 
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tween them would be a violation of any of the pro- 
visions of the anti-trust laws. 

26. Advantages and disadvantages of these new 
laws. — One may question whether any very material 
alteration from the situation under the Sherman Act 
has been secured by the new legislation so far as it 
prohibits unfair competition, price discriminations, 
exclusive arrangements and holding corporations. 
The value of prohibiting interlocking directorates as 
enacted in the Clayton Law is very much to be ques- 
tioned. "Tieing" arrangements were specifically up- 
held by the decision of the United States Supreme 
Coiu*t in Henry vs. Dick. The Sherman Act, there- 
fore, could scarcely have been made applicable to any 
such arrangement in view of that decision. The 
Clayton Law, therefore, here prohibits an act pre- 
viously declared lawful by the United States Supreme 
Court. The value of this prohibition in the Clayton 
Law may also be greatly questioned. The new laws 
provide for a body of men with wide investigatory 
powers who are to devote a considerable amount of 
time to the study of the question. These five men 
ought, therefore, to become specialists. The report 
of the Commission on combinations in foreign trade 
indicates that the Trade Commission will be a clarify- 
ing factor in presenting the economic side of the cor- 
poration question to Congress and the public. 

It seems not improbable that the new laws mark a 
turning point in our attitude toward great corpora- 
tions; that criminal penalties are no longer to be re- 
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lied upon for enforcement, but that enforcement shall 
be handled civilly, thru either the courts or the trade 
commission. This points toward the ultimate result 
that the main control of great corporations will be 
vested in an administrative board or body. 

27. Increasing power of Federal government. — 
The formation of the Federal Trade Commission, the 
enactment of the Clayton Anti-Trust Act, and the 
more recent passage of the Child Labor Bill aimed 
at the production end of business by preventing man- 
ufacturers who do not come up to certain standards in 
the employment of labor from engaging in interstate 
commerce, all point toward an increasing power of 
the central government. The Federal government 
exercises its power over business thru the provisions 
in the constitution, giving it the right to regulate com- 
merce among the states and with foreign nations, the 
power of taxation and the power over the postal serv- 
ice. 

28. Distinction between commerce and manufae- 
turing. — ^As trusts or combinations are generally 
manufactiu"ing concerns, they are, so far as produc- 
tion is concerned, subject to state regulations, not 
Federal. As organizations engaging in interstate 
commerce they are subject to Federal supervision, not 
state. This distinction makes efficient control diffi- 
cult and chaotic, leaving the business man between 
Federal supervision of interstate commerce and in- 
tricacies of legislation enacted in states. The new 
Child Labor Act is an attempt to make the commerce 
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clause in the constitution cover one f ax;tor in the manu- 
facturing end of the business. . 

29. Federal incorporation or license for interstate 
commerce. — In consequence of this confusion, many 
business men favor a voluntary Federal incorporation 
act or a Federal license for interstate commerce. A 
Committee of the National Civic Federation, made 
up of lawyers, great business men and labor leaders, 
a few years ago drafted a Federal license bill which if 
followed would go a long way toward meeting these 
difficulties. The bill included the licensing by a Fed- 
eral commission of corporations doing interstate com- 
merce imder provisions which would give well-inten- 
tioned organizations the opportunity to square them- 
selves with the law. Unless the preceding decisions 
of the Supreme Court and the work of the Federal 
Trade Commission prove favorable to the coun- 
try the passage of some sort of a Federal licensing 
act seems to be not unlikely together with an extension 
of the control of the Federal government over busi- 
ness in general thru an administrative body such as 
the Federal Trade Commission. 

REVIEW 

Why would regulation of a manufacturing concern be more 
difficult than that of a public service corporation? 

What four policies may be followed by the government in deal- 
ing witli business? 

Why is monopoly recognized in public service corporations and 
not in corporations in general business? 

Why is it necessary under modern economic conditions for the 
Federal Government to assume more power over corporations? 

Why should we make a sharp distinction between big business^ 
monopoly and dishonest business? 

Can monopoly be determined by percentage of output? 



CHAPTER XIV 

THE POSTAL SERVICE 

1. Importance of the postal service. — President 
Wilson at the annual banquet in July, 1916, of the 
National Association of Presidential Postmasters, de- 
clared that in every country the post office is the "con- 
spicuous gauge and standard of what the government 
is doing for the people." 

From the viewpoint of government management 
the post office is of primary interest, as it is the best 
and largest example of government monopoly in this 
and in most other countries. The distribution of in- 
formation and goods is of the utmost importance, as 
upon its efficiency and progressiveness depends in 
large part our modern, complex, rapid business life. 
From the very nature of the postal business, good eco- 
nomic and financial results should be secured. If the 
government does not or cannot operate the post office 
efficiently, there is little likelihood of its succeeding 
in the management of more complicated and less rou- 
tine like lines of industrial activity. Much of the 
government expansion of business management is 
thru the enlargement of the postal department. The 
parcels post is a recent example of such expan- 
sion. In many other countries the telegraphs and 
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telephones are also run by the post office. The post- 
master-general has lately proposed in this country to 
take over the telegraphs and the long distance tele- 
phones, and discussion is sometimes heard as to the 
advisability of even extending Government manage- 
ment to the railroads. The post office for many rea- 
sons, then, is worthy of careful study as a guide in 
settling the question as to whether further expansion 
in government management is a wise poKcy. 

2. Development of postal service. — The develop- 
ment of the postal service is an interesting story. The 
first recorded postal service consisted of a regular 
system of sending messengers on the king's business 
in the days of Cyrus the Elder, King of Persia. 
Among the ancient Romans it was common to have 
postal routes as it was later in France under Charle- 
magne. So far as is known the first conmiercial post, 
aside from government messages, was established 
early in the Twelfth Centiuy. In 1516 there was es- 
tablished a postal system for the Emperor of Ger- 
many and the position of postmaster-general was cre- 
ated. A regular post was established by Henry the 
Eighth in England — at first for the government but 
later for the people. Under James I in 1608 when 
there was a beginning of a monopoly system, James 
gave to a private interest a monopoly of hiring out 
horses to travelers. Soon after a special privilege 
was given in conjunction with this, for collecting alid 
delivering letters. 

A regular post was established between Lon- 
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don and Edinburgh in 1535, and finally the business 
became so profitable that in 1650 there was a special 
offer made of five thousand pounds a year for the 
privilege of a postal monopoly. A penny delivery 
rate was established in London as early as 1680. This 
was at first a private affair, but afterward was incor- 
porated into the public system. Not until 1840, how- 
ever, imder Rowland Hill, was the principle of penny 
postage for all England established. To have one 
uniform charge for all distances wfis a great advance, 
and this plan of universal penny postage was not in- 
troduced into England until after long discussion. 
It was an innovation which it was thought would be 
extremely expensive. Hill claimed, however, that it 
would pay and it proved to be a great success. 

The first regular post in the American colonies 
was established in 1682 and this was taken over in 
1710 by Great Britain. The Continental Congress 
set up a post ofiice system, Benjamin Franklin be- 
coming the first Postmaster-General. Postmasters at 
that time had the exclusive privilege of sending their 
own newspapers thru the mail. In 1792, however, 
it became a law that any newspapers, no matter by 
whom published, could be sent. 

The postage stamp was introduced in England in 
1840 and in the United States in 1847. In 1876 an 
international postal union was established among the 
different nations so that regular mails could be ex- 
changed. 

3. Activities of post office constantly expanding. — 
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To the post office department a number of other ac- 
tivities besides the transmission of mail have been at- 
tached and there is no telling what further functions 
may be given it. Registering letters was a great in- 
novation when first put into effect. 

The money order system is relatively a late develop- 
ment. It was first established in England as a pri- 
vate matter thru the enterprise of three English 
postal clerks. They developed the system of sending 
money thru the mails and later it Wjas made a part of 
the regular postal work. Postal savings was estab- 
lished in Great Britain in 1861 but not until latelv 
in this country. In 1865, too, Great Britain started 
in connection with the postal savmgs a system of an- 
nuities and fife insurance. The carrying of parcels 
by the post ofiice also began in Europe much earher 
than in this country. 

4. Particidar reasons for government management 
of the post office. — There are many special reasons 
why the post office in particular should be managed 
by the State. The idea of a government monopoly 
appeared early, and from the very beginning as a re- 
sult, the post office had a close connection with the 
Government. The need for secrecy also, from the 
first, was very important and the State, in those 
days, was the only agepcy which could imdertake and 
guarantee this. We . do not ordinarily think much 
about it, but the European war has shown us how 
often it becomes extremely embarrassing when the 
privilege of secrecy is withdrawn. The loss and de- 
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lay consequent upon the interference with mails has 
been clearly brought out during the great war by the 
action of Great Britain in stopping and examining 
mails between the United States and neutral coun- 
tries. It has even been claimed that this practice 
gave much information to British manufacturers re- 
garding American business connections. 

In business dealings individuals in the United 
States will trust to the mails, information which 
they would not trust to the telegraph or telephone. 
While the employes of the telegraph and telephone 
companies are sworn to secrecy, at times they can- 
not be trusted and often are careless or indif- 
ferent. 

5. A field for government and revenue. — The post 
office was early seen to be a possible source of profit, 
and the State undertook it for that reason. At the 
present time, however, only a few countries are actu- 
ally running their postal system at an apparent profit, 
altho even in these countries a profit is doubtful if 
proper accounting covering all items of expense were 
in vogue. In the United States, the deficits for a 
number of years have been very large so that the total 
loss from 1837 to 1912 was well over three hundred 
million dollars, and this amount would be very much 
larger if proper charges were included in the expendi- 
tures. 

6. Social aspects prominent in the post office. — 
The educational and social aspects of the public man- 
agement of the postal service are also very great. 
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The cheap delivery of letters, newspapers, magazines, 
and books is extremely important. The extension of 
service into country districts where no private com- 
pany can afford to extend it, is worth while from the 
social and educational viewpoint. This service can 
be most easily secured by government monopoly. 
The postal saving in accepting money from those who 
will not trust the ordinary banks, and who in many 
places have not the right kind of banking f aciUties, is 
also a great social gain. 

The post office, then, has many historic reasons 
showing why it is peculiarly a business to be managed 
by the government. In other ways also, it is marked 
off from common industrial enterprises in such ways 
as to indicate that it is a fit field for public manage- 
ment to enter. 

7. Should he run efficiently and economically. — 
The post office is imiquely a business which the gov- 
ernment should be able to rim efficiently and econom- 
ically. The risks of ordinary trade are absent. In 
the post office, costs remain fairly constant, large 
quantities of materials do not have to be stored with 
consequent changes in prices or depreciation in 
quality. Very little of the speculative element is pres- 
ent, unforeseen losses are reduced to a minimum. A 
system of transportation is at hand in the railroads so 
that no expensive development of plant is necessary. 
Capital charges are low compared with other big busi- 
ness. Postal charges are simple. The business is 
one of orderly routine, reduceable to a system, and 
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needs, relatively speaking, a much smaller niraiber 
of high salaried executives and technical men. Above 
all, it is under the constant eye of the public, which 
is able to check up and to object if things go wrong. 
Very few kinds of business in brief are so admirably 
adapted to the dif&culties of government manage- 
ment. If, then, the government is not able to run 
this business efficiently or economically, there would 
seem to be little hope of its succeeding in a more com- 
plex, more diflScult enterprise. A brief examination 
then should result in a clear-cut decision as to whether 
the post office should further extend its activities. 

8. Financially a failure. — The United States Post 
Office from 1837 to 1912 had a total deficit amounting 
to the tidy simi of $330,000,000. Even at this, the 
loss is probably imderestimated, as accurate account- 
ing methods which included proper expenditures 
would without doubt, considerably raise the amount. 
Was this amount deliberately devoted to the public 
service? 

In the political jealousies between different ad- 
ministrations, slipshod methods are often interest- 
ingly brought out. In a statement issued May 30, 
1913, Postmaster-General Burleson in trying to over- 
throw the contentions of former Postmaster Hitch- 
cock that a surplus had been obtained during the 
latter administration, said: 

Notwithstanding the great zeal displayed in the effort to 
place the department on the so-called paying basis, and the 
resulting injuries to the service, the claim of the former 
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Postmaster-General that the service actually yielded a profit 
in 1911 has no foundation in fact. 

Instead of a surplus of $219,118.12 for that year (1911), 
as claimed by my predecessor, it is clearly demonstrated 
that there was in reality a deficit of more than three-quarters 
of a million dollars. Furthermore, a close analysis of the 
financial statement for the year 1912 discloses the fact that 
the admitted deficit of $1,758,523.10 for that was under- 
stated by nearly $100,000. 

9. Proper accounting methods lacking. — ^An in- 
teresting experience of a private nature confirms the 
statement regarding possible inaccuracies. Some 
time ago in directing a brief study of the parcels post 
for the Alexander Hamilton Institute, some inquiries 
were made as to the cost accounting system employed 
in the Post OflSce Department imder Mr. Burleson's 
administration. One of the auditors in the Post Of- 
fice Department was asked what system they had for 
cost accoimting. The auditor replied *'Why, man, 
what are you thinking of? There is no such thing in 
the Post Office Department.'* Further inquiry veri- 
fied the statement. From the standpoint of a busi- 
ness man or an express company this would look like 
very loose management, but as a matter of fact the 
auditor could not give any definite statement of their 
cost accounting system. The fault is clearly not con- 
fined to either party or either administration. It is a 
question of government management. 

10. Other factors causing inefficiency. — Many 
other reasons can be given why the post ofiice makes 
a sorry showing along efficiency lines. An editorial 
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from the Saturday Evening Post of November 9, 
1912, smns up many of the difficulties. 

In spite of civil-service reform, the spoils system is pretty 
largely in control of the Federal government, and virtually 
in complete control of many state governments. Naturally 
heads of departments, who are the President's political ad- 
visers, change with a new administration ; but many subordi- 
nates in the most responsible positions, who ought to stand 
or fall solely by the value of the work, are turned out for 
political reasons. Civil-service rules protect the clerk in his 
humble job, but not in his ambition to reach the more re- 
sponsible position; that is still the spoil of politics. Mar- 
shals, revenue officers and postmasters by the thousand are 
appointed because of their politics, or fail of reappointment 
on the same ground. The public is taught to regard gov- 
ernment office as a "plum" to be won by political service. 

As long as thousands of purely administrative offices, in- 
cluding most of the more responsibles ones, are plums of 
political government in nation and state, administration will 
cost hundreds of millions more than it should. When an 
ambitious village postmaster has the same chance to become 
a city postmaster that an ambitious village station agent has 
to become a city station agent we shall have economic and 
efficient government — ^but not before. Fortunately the pres- 
ent Government seems now inclined to extend the system. 

11. Extravagance and special favors. — ^Postmaster 
General Burleson in his 1915 report, in speaking of 
the reorganization of the rural service, says : 

To provide for such a vast service necessarily calls for a 
huge expenditure of money, and this very fact makes it im- 
perative that the administration of the rural service should 
rigorously exclude everything in the way of privilege, ex- 
travagance, or special favor. The controlling considera- 
tions must be efficiency and equality of service, Unfortu- 
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natdy these have not been the controlling factors in build- 
ing up the rural delivery in the past. 

A thoro investigation reveals numerous examples of spe- 
cial favor and privilege which as a whole constitute gross 
extravagance. In former years new routes were established 
with little regard for service already in operation. Long 
retraces were numerous which served only one or two families, 
and were maintained apparently for the sole purpose of con- 
tinuing the routes at the standard length. In other cases it 
was found that short routes had been created over which 
service was provided twice a day, affording patrons of such 
routes facilities denied the great majority. Nearly all such 
service constituted special privilege, and is indefensible and 
wrong. 

Other examples are also given from the same re- 
port. In speaking of the erection of new buildings, 
the report says : 

Many buildings are erected in cities where the cost of jani- 
tor service alone greatly exceeds the amount necessary to 
secure satisfactory quarters, including light and heat, luider 
rental agreement, which is not believed to be a wise business 
policy. Money for public buildings should be expended very 
largely in the same manner as tho the Postal Service were 
being conducted by private enterprises. It is therefore 
highly essential that the public buildings erected for post- 
office purposes be standardized, and that their costs be com- 
mensurate with the needs of the service. 

The growth of the parcel post has led to an increased 
demand for the business interests for the establishment of 
post-office stations in various sections of the large cities, 
which lessens the necessity for the erection of very large pub- 
lic buildings. However, there are a number of large cities 
in which the buildings used for postal purposes are wholly 
inadequate, and it is believed that the funds used for the 
erection of public buildings should be expended in these cities 
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for the construction, not of ornamental buildings but build- 
ings designed to accommodate the Postal Service and furnish 
adequate facilities for handling the mails, before any action 
is taken looking to the erection of buildings in towns where 
they are not needed and can not be justified. 

The annual "pork barrel" measures including large 
sums for post oflSces in small towns where the postal 
income is very small is well known to all. A recent 
postmaster-general himself said that if he could keep 
down "useless extravagances not postal but political" 
the country might have one cent postage. 

12. Reasons for the parcels post. — Three motives 
actuated the establishment of the parcels post : ( 1 J 
the experience of other countries, (2) the possibility 
of lowering rates, and (3) the universal resentment at 
the attitude ,of the express companies. The express 
companies by their attitude at times toward the pub- 
lic, perhaps deserved to be troubled. The entrance 
of the Government into the express business is a good 
example of government competition with private 
companies in such a way as to cause a remarkable im- 
provement in the latter's methods and point of view. 
The companies to meet the parcels post competition 
have given better service and lower rates, partly under 
order of the Interstate Commerce Commission. 
From this angle, the entrance of the Government into 
the parcels post business was serviceable. 

13. Parcels post introduces a new principle. — The 
direct carrying on of a business in competition with 
private companies thru a general parcels post, how- 

XXIV— 19 
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ever, seems to introduce a new principle in our Gk)v- 
ernment work. If so, it should be justified on the 
ground that it does actually eflFect a saving of indus- 
trial energy to the people ; and that is a question that 
seems by no means to have been settled. An in- 
vestigation made some time ago by the Research De- 
partment of the Alexander Hamilton Institute with 
the aid of some hundreds of shippers as to the rela- 
tive eflBiciency of handling packages by freight, by ex- 
press and by the parcels post, covering an average 
business of 118,000 parcels per day, indicated that, 
altho, in the opinion of these shippers the parcels 
post had the advantage of the express companies in 
cheapness, in all other particulars — speed, convenience 
in pick-up and delivery, care in transit, collections, 
cost of insurance, tracing of lost packages, and adjust- 
ments of claims — a large majority of the shippers 
preferred the express companies. Even in the mat- 
ter of cost, the charges by freight were cheaper than 
by the parcels post, but, of coiu*se, the character of 
the packages differed. Even as regards cheapness, 
however, some shippers said the post was unsatisfac- 
tory, since it took longer to prepare a parcel for mail- 
ing than for express, the packing cost more, the pack- 
age was more liable to breakage, and if lost, the Post 
Office Department "fills out a paper and makes an 
attempt to locate it but never finds the goods.'* 

14. Post office has never determined costs. — ^Again 
the question of cost to the public in distinction from 
cost to the shipper seems as yet entirely unsettled. 
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for, so far as one can learn, the Post Office Depart- 
ment has no system of cost accounting in connection 
with the parcels. In consequence no one can deter- 
mine whether really it is carrying at lower cost than 
do the express companies, or whether, as seems not 
improbable, the difference in charge to shippers is 
made up by the low rates forced upon the railroads 
against their will, or by shifting the burden upon other 
branches of the postal service, or upon the taxpayers. 
The railroads claim that they have been most unjustly 
treated and many senators and members of Congress 
agree that the burden has been placed upon them. 
Certainly the Post Office Department has no right 
t6 claim success in this regard until it can show cost 
accounts that are clearly comparable with those of the 
express companies. 

15. Government urged to take our telegraphs and 
telephones. — Postmaster General Burleson in his an- 
nual reports has made the recommendation that the 
telegraph and long distance telephone systems of the 
United States should be incorporated into the postal 
establishment, and has claimed that the welfare and 
happiness of the nation depended upon "the fullest 
utilization of these agencies by the people, which could 
only be accomplished thru Government ownership.'* 
In speaking of the recommendation of the War De- 
partment for the transfer of the Alaskan cables and 
telegraphs, Mr. Burleson also asked that the Porto 
Rico and Hawaiian systems be turned over to him on 
the ground that "the services are so detached geo- 
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graphically as to preclude complicated relationships 
with neighboring systems, and are sufficient in extent 
to afford valuable experimental demonstrations for 
the postal service looking to the adminstration event- 
ually, of a complete national service.'' If the busi- 
ness and social welfare of the people of the United 
States are to depend largely upon a government- 
owned telegraph and telephone, it is well to consider 
how the population of European coimtries have fared 
under their government-managed systems. From the 
standpoint of the development of this industry, the 
United States and most of Canada with their private 
plants have had seemingly a much greater success 
than European governments have had with their pub- 
licly-managed plants. For example, the United 
States has 9.1 telephone stations to each one hundred 
of population, and Canada 5.6, altho its population 
is widely scattered, while the densely populated coun- 
tries of Europe have only .8 stations to one himdred 
population. In Germany where public management 
is admittedly efficient, only 1.9 stations per 100 of 
population are to be found, 1.6 in England and 8.4 
in London. 

In the thirty-three cities of Europe with a popula- 
tion of over five hundred thousand, only 8.2 stations 
' to one hundred population were used, while in the 
eleven cities of the same class in the United States, 
10.4 were utilized. The investment in the United 
States in telephone companies is $1,094,800,000 
while the investment in Europe is $635,926,000. It 
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is also worth while noting that whereas the invest- 
ment per station in Europe is $172, the investment per 
station in the United States is only $125. Taking 
into consideration the quality of service rendered it 
would seem as if the private companies in the United 
States have made much better use of their capital. 
Even Congressman Lewis of Maryland, an ardent 
advocate of government ownership, admits that 
the Bell system is an organization whose securities 
are free from water or inflation. Looked at from 
any angle, the development of the private companies 
of the United States and Canada are far and away 
ahead of the government plants of Europe and even 
of Australia and New Zealand. 

16. Unprogressiveness of government plants. — 
Mr. Sydney Brooks, speaking of the government 
managed telephone systems remarks : 

But alertness and enterprise such as this cannot reason- 
ably be expected from a government department. The char- 
acteristics of the bureaucratic mind and temperament for- 
bid it. The organization of a government office, with a vir- 
tually irremovable staff, forbids it. The spirit of official- 
dom, with its traditions of subordination, its narrow pro- 
fessional outlook, its unwillingness to concentrate responsi- 
bility, its insensible stifling of initiative forbids it. When 
humanity has reached the place on which the ideal of service 
is a stronger impulse to sound administration than the hope 
of gain, and when politicians are inspired solely by an in-, 
formed desire for the public good, things may be diflFerent. 
The marked and pervasive unprogressiveness of the great 
majority of the state telephone systems in Europe is not 
an accident. ... I believe I am right in saying that not one 
of the innumerable discoveries that have transformed the 
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technical and commercial management and development of the 
telephone in the last thirty years has eminated from a De* 
partment of State, that European governments have been 
the last to adopt them, and that the verdict which experts 
are obliged to pass upon them, with perhaps one or two ex- 
ceptions, is that they have not learned their business. Prac- 
tically all the governments of Europe in their conduct of the 
telephone industry have made the vital and fundamental 
error of seeking efficiency thru economy, instead of economy 
thru efficiency. • . • For practically a decade the post office 
and the National Telephone Company have been working 
side by side in the development of the London telephone serv- 
ice. The published accounts show that tho the post office 
pays neither rent nor rates nor taxes, its working expenses 
have been seventy-three per cent of its gross receipts, whereas 
those of the private corporation, have been only fifty-six per 
cent of its gross profits. In view of these facts, Mr. Burle- 
son's statement that only thru government ownership could 
the people secure the fullest utilization of their great indus- 
try seems to be an extremely doubtful proposition. 

17. What guiding principles should be followed? — 
The question arises, can we find a guiding principle 
to determine where the post ofiice shall stop its work. 
Shall it primarily do work for the government? Shall 
it protect the savings of the poor? Shall it promote 
private business and if so, shall this be done at the 
expense oi? the taxpayers or solely at the expense of 
the shippers? All these questions must be answered 
before we shall know where to draw the line. If the 
post office is to take over these additional activities — 
why? For better service, for cheaper service, for the 
effect upon the people in the way of protection ? We 
must seek a guiding principle and we must be sure of 
our facts. 
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18. Government should ajct on ham of accurate 
knowledge. — That the tendency is at present strong 
toward increasing the field of government manage- 
ment thru the post office department is clear. It is 
by no means yet clear, however, how far it is wise to 
go in that direction. We are in the dark as to the 
clean-cut principles on which decisions should be 
reached, and as to the actual effects of existing condi- 
tions so gathered that the experiences of diflPerent sys- 
tems are clearly comparable. Until the Government 
institutes a better system of cost-accounting so that 
we can know who it is that pays the rate on parcels, 
there should be no further expansion of the parcels 
post. yVTiile our privately managed telephone and 
telegraph companies show such initiative, progressive 
development and public spirit in meeting the nation's 
needs, one need expect no advantage in the post office 
management of these industries. Our postal savings 
banks seem to meet a genuine need, but surely the 
post office ought not to assume any responsibility in 
these matters without very careful consideration of 
the principles on which it is acting. 

REVIEW 

Under what conditions should the public be obliged to pay thru 
taxation^ for the losses incurred in sending postal matter at less 
than cost rates? 

Why is it impossible to place dependence upon the figures of 
the Post Office department showing surpluses or deficits? 

Is it a wise move when we are ahead of the world in tele- 
phone development to change from private management to govern- 
ment ownership? 
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Why is a more rapid use of new technical inventions apt to 
be made under private management? 

Is it wise under the standpoint of efficiency to greatly expand 
the activities of the post office? 

If we cannot manage the post office efficiently^ is there any 
hope of the government efficiently managing the railways ? 

In "^hat ways are the railroads less adapted to government 
management than the post office? 



CHAPTER XV 

LOCAL PUBLIC UTILITIES 

1. Multiplicity of municipal actixnties. — No more 
vital issue confronts public utilities today than the 
question of government ownership and management. 
In some coimtries this tendency has already pro- 
gressed far. The apparent success of English and 
German cities in managing street-car systems, gas 
and electric plants, waterworks and similar utilities, 
is constantly brought to the attention of the American 
public. The American city is urged to go into every 
line of managerial activity, including such varied en- 
deavors as supplying gas and electricity, running trac- 
tion systems and ferries, managing slaughter houses, 
public restaurants, markets, bakeries, pawn shops, 
loans societies, savings banks, and many others, be- 
sides providing school limches and legal aid. Many 
of these, under certain circumstances, may be de- 
sirable activities for a city government to under- 
take, but as one scans the items on the ever increasing 
and expanding list, one naturally looks for the princi- 
ples which guide their selection. The discussion in 
this chapter must be confined to those important mu- 
nicipal utilities around which the main controversy 
centers. These include waterworks and gas and 
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electric light and transit companies. European cities 
have gone into the operation of these utilities 
extensively. In the case of waterworks, and to a 
degree in the case of electric light and gas companies, 
American cities have also made considerable progress 
toward complete municipal ownership and manage- 
ment. Can any principles of successful operation be 
determined which would lead one to decide whether 
or not government ownership is generally preferable 
to private management? 

2. Mvmcipal ownership in the United States — wa- 
terworks. — ^At the beginning of the last century there 
were in the United States sixteen water plants, only 
one of which was municipally owned. By the close of 
the century there were about 8,500 plants, of which 
more than one-half were publicly managed. Most of 
the larger cities of the United States now own their 
waterworks, the only exception being San Francisco. 
In general it may be said that there are three pub- 
licly managed waterworks to one privately managed 
plant in the United States. Upon good water de- 
pend the sanitation and comfort of a city's popula- 
tion. To obtain these benefits it is necessary, espe- 
cially in the larger cities, for a government agency to 
control and to guard water sites, and they generally 
prefer to manage the plant — ^with sanitation chiefly 
in mind. There are, nevertheless, instances of cities' 
wishing to retimi to private management after test- 
ing public management of the waterworks. 

8. Electric light plants. — Next to the waterworks. 
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electric light plants have the largest percentage of 
municipally managed plants. In 1912 there were 
1,562 mimicipally managed electric light companies 
in the United States; an increase of 91.7 per cent over 
the number operated in 1902. In comparison with 
this there were 8,659 privately owned commercial 
plants with an increase of 30.4 per cent over the mma- 
ber in 1902. These figures are somewhat mislead- 
ing, however, for when we take into consideration the 
revenue of the commercial plants as compared with 
the revenue of public plants, we find the former's 
gross revenue total was $278,000,000 in 1912, as com- 
pared with the latter's $28,000,000. By far the 
largest number of municipal plants are in cities with 
a population imder five thousand. Of the total of 
1,562 mimicipally owned plants 1,827 serve such 
cities. 

Most of the larger cities in the coimtry are supplied 
from privately owned plants. The electric light in- 
dustry is a recent development, so that small cities 
have been able to undertake to supply this public 
need without breaking past contracts or, in most cases, 
competing with private plants. 

4. Gas works. — Next in order comes the develop- 
ment in the field of gas production. By 1907, accord- 
ing to the National Civic Federation report on 
municipal and public ownership of public utilities, 
there were twenty-five municipally owned gas plants 
in the United States and ten in Canada. Since the 
gas industry is much older than the electric lighting 
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industry, private plants were organized early and cities 
have not been able to enter the field without buying 
out or competing with existing private plants. 

5. Street railways. — The United States has had 
comparatively little experience with municipal owner- 
ship of street-car lines. The city of Monroe, Louisi- 
ana, with only twelve thousand inhabitants has such a 
line. The city of San Francisco, after innumerable 
difficulties, finally managed to start operating 10.9 
miles of track in December, 1912. By the end of 
1915, the nimaber of miles operated was increased to 
about forty. The city of Bismarck, North Dakota, 
also operates a short street-railway line to the state 
capitol. 

6. Municipal ownership in Europe. — In Germany 
and England, the movement for mimicipal ownership 
has gone much further. According to Frederic C. 
Howe, the German has carried public service owner- 
ship further than elsewhere. The following table will 
give an idea of the degree to which mimicipal owner- 
ship is carried out. It gives the number of plants 
under municipal ownership. 

MUNICIPAL OWNERSHIP IN GERMANY i 

Water supply 48 

Gas supply 50 

Electricity supply 49 

Tramways 23 

Baths 48 

Markets SO 

Slaughter houses 43 

1 "European Cities at Work," by Frederic C. Howe, p. 113. 
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ENGLAND i 

Kind of Public Undertakings Private Undertalcings 

Enterprise No. Total Capital No. Total Capital. 

Water 1,045 $330,914,491 251 $197,850,964 

Gas 256 173,919,089 454 375,348,459 

Electricity 334 155,798,000 174 133,838,750 

Street RaUways .... 14^ 199,061,278 154 83,660,551 

1,777 $779,622,858 1,033 $790,688,724 

7. The issue: regulation or ownership. — These 
utilities, as natural monopolies, are marked oflf from 
the general field of industrial activity by the fact that 
they cannot be eflfectively regulated by competition. 
With them the government has one of only three poli- 
cies to follow : ( 1 ) to regulate ; ( 2 )' to own and man- 
age; (3) to leave alone. The last policy is a recog- 
nized impossibility imder present social and economic 
conditions. The local government must either regu- 
late or manage, and the real question before the Amer- 
ican public is: Can we have efficient, thorogoing 
regulation of our private water, gas, electric light and 
transit systems so as to preserve to the city the ad- 
vantages of private management and to prevent the 
abuses of monopoly conditions. Or can we secure bet- 
ter or equitable conditions of pubUc service only un- 
der a regime of local government ownership and man- 
agement? This is a question whose answer involves 
billions of dollars and the health and happiness of a 
large part of the population of this country. As De- 
los F. Wilcox, consulting franchise and public utihty 
expert, says: 

1 From "The British City," by Frederic C Howe, p. 71. 
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Indeed, public utilities are coming to be what might be 
called an artificial, natural environment of urban communi- 
ties. They are, so to speak, the second nature of cities, a 
supplement to sunshine and the air. 

8. Why municipal ownership is tmdertaken. — In 
general, municipal ownership has been undertaken for 
a variety of reasons. In America one important rea- 
son is the alleged corruption of officials by the 
public utility corporations and the resulting wave of 
public indignation. Newton D. Baker, Secretary of 
War and former mayor of Cleveland, believes 

that the movement for municipal ownership in the United 
States is the direct and immediate fruit of the misconduct 
of privately owned public utilities. . . . The instant result 
of inquiry was that all sincere and fair observers put their 
fingers upon the public utilities corporation as at least the 
greatest contributing cause of the corruption of the Ameri- 
can city. 

On the other hand, in fairness to many accused of 
corruption, it must be remembered that there is much 
justification for the statement made by directors and 
managers of the public utilities, that much of the 
bribery and corruption came mainly from strike bills 
and threats by legislators and other officials. Bribery 
was the surest and cheapest way to secure justice and 
to save themselves from oppression. It is much 
nearer the truth to state that now the cities are largely 
free from a condition of general corruption. In 
many ways, then, the movement for municipal own- 
ership began rather as a reform than as a business 
movement. With corruption eliminated, the aspects 
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of municipal ownership in the United States would 
be completely changed. 

9. Moral aspect of municipal ownership. — With 
the move to stop corruption went the idea that under 
mimicipal ownership lower rates and better service 
could be secured. Here again, whether justified or 
not, the prevalent opinion that the public utilities 
corporation had as its motto "The public be damned," 
added fuel to the fires of reform* Again, as Mr. 
Baker says. 

As this expedient, municipal ownership, was in answer to 
a hitherto corrupting policy, municipal ownership began to 
have a certain moral quality in the eyes of those who advo- 
cated it. Men who were for municipal ownership were 
thought to be for honest municipal government, while men 
who were opposed to municipal ownership were said to be 
opposed to honest municipal government, and in favor of 
brutal and gang rule. 

Doubtless these views were often wrong. That 
they existed cannot be doubted. 

10. A new point of view. — Within the last decade a 
broader, more equitable point of view has obtained, 
and we are now able to ^tudy the problem in a more 
just and reasonable way. In the eyes of the public, 
municipal ownership is now seen to be fundamentally 
an economic policy, while the public utility corpora- 
tion on its part has been learning that it is not only 
wise but remunerative to give good service, charge 
reasonable rates, and keep out of politics. 

11. Favorable interest rates secured. — ^Let us ex- 
amine some of the economic aspects of the question. 
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studying first the financial advantages which are 
thought to come thru municipal ownership. It is 
claimed that under a system of government owner- 
ship a city is able, with its prestige and with its power 
to tax, to borrow money at a lower rate of interest 
than private companies can. A question may be 
raised, however, as to how long these favorable 
rates would prevail if municipalities generally went 
into industry, with possible liability of loss and conse- 
quent increase in taxation. It is possible that under 
such circumstances much of this supposed financial 
advantage would be lost. And, again, some of the 
best corporations can borrow as cheaply as many of 
the cities — especially the small ones. 

12. No dividends on watered stock. — It is also 
claimed that the city need not pay dividends on stock 
issues, only interest on actual loans. In many in- 
stances private companies have been capitalized far 
beyond actual investments and must pay dividends, in 
consequence, on watered stocks. Under municipal 
ownership this juggling of finance, the speculating in 
profits and dividends on fictitious values, is done away 
with. As a result, the consiuner gains in lower prices 
and better service. It is a matter of fact and of de- 
gree. Some cities waste as much in the wrong use 
of loans as would easily pay dividends on much wa- 
tered stock. Moreover, not all companies have the 
watered stock. 

18. Expense of regulation. — ^Another saving, and a 
charge which should be directly added to the cost of 
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private management, is that of adequate regulation. 
If public ownership does not exist, effective regulation 
must be employed to overcome monopoly conditions. 
Effective regulation of transit lines and gas and elec- 
tric light companies requires a force of experts and 
careful supervision, and the cost of such regulation is 
high. The advocates of mimicipal ownership assert 
that this cost is a proper charge against private man- 
agement. But many experts believe that mimicipal 
management needs as much supervision as private 
management, and that the cost of regulation woidd 
not actually be saved. Theoretically, municipal own- 
ership and operation would seem to give decided finan- 
cial advantages. The supposed financial savings, 
however are largely offset by drawbacks. 

14. Better labor conditions under mtmicipal oUbner- 
ship. — On the part of labor, it is claimed that public 
management means better wages and working condi- 
tions. It is probable that in England where labor 
conditions have been poor, mimicipal ownership has 
been seized upon by labor as one of the means by 
which these conditions may be bettered. The labor 
party has had great political influence in that country. 
It is claimed also that the inevitable tendency of pri- 
vate ownership is to force down wages and keep labor 
conditions at a low ebb. As a result constant friction, 
frequently culminating in strike, has been manifest. 
It is asserted that municipal ownership can do away 
with these bad labor conditions to a large extent and 
that under it more equitable conditions will prevail. 

XXIV— 20 
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And yet in Cleveland a few years ago the workmen in 
the municipal waterworks went out on strike, and 
many private companies meet with little or no discon- 
tent. It is the man that counts. 

15. Great betterment in social and political condi- 
tions claimed. — ^Advocates of public management in- 
sist that under such a policy, social, political and ethi- 
cal conditions are much improved. In fact, many 
assert that the betterment of social and political con- 
ditions is so great as to offset any poor financial re- 
sults which may possibly be shown in a comparison 
of private and public plants. Corruption and class 
struggle are said to be eliminated. Public utilities 
are looked upon as servants of the people and are run 
from that viewpoint. Housing conditions, thru co- 
ordiiiated city planning with the traction systems, are 
improved. The temptation to control or influence 
the press is stopped. And yet experience in other 
cities seems to uphold the opposite view. .> Naturally 
conditions vary as the poles. 

16. European conditions different from those in the 
United States. — All in all, municipal ownership would 
seem to give many advantages, but experience does 
not wholly support this theory. Most of the argu- 
ments for municipal ownership come from those who 
are impressed with the seemingly good results shown 
by European cities. Here we must be careful about 
comparative data. We must remember that in Eng- 
land, Scotland and Germany a high type of city gov- 
ernment prevails. This condition has been the result 
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of many years of struggle and improvement. The 
aristocratic social conditions in those countries develop 
an extremely able type of municipal official. The 
form of city government favors this type. Homo- 
geneous populations are also found in Europe, 
whereas American cities in nearly every part of the 
coimtry are struggling with a considerable percent- 
age of foreign-bom non-English, speaking people. 
This difference in municipal conditions was seen in 
1905, when the mayor of Chicago, invited Mr. Daly- 
rymple, manager of the Glasgow municipal tram- 
ways, to confer with him upon municipal manage- 
ment of its street railways, for which Chicago had 
just voted. Mr. Dalyrymple arrived in the United 
States a strong advocate of municipal ownership. A 
few weeks' residence in Chicago, however, convinced 
him that he had failed to allow for the complete dis- 
similarity of conditions. He opposed mimicipal 
ownership in Chicago. 

17. Municipal ownership in France. — One also re- 
ceives the impression from some authorities that the 
European verdict in favor of municipal ownership is 
imanimous, In France, however, where Socialism 
has made much headway and where state management 
of industrial undertakings is to a large extent preval- 
ent, an entirely different story is told by Professor 
Paul Leroy-Beaulieu who gives in full detail the rea- 
son why French cities have followed a different plan. 
The experience in Paris is clear, and the writer is a 
high authority. 
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The municipalization of city public utilities, such as street- 
lighting, motive power, tramways, etc., has not gone far in 
France, tho it has many supporters, not^only among our 
Socialists, but also among our Radicals. As most of the 
concessions for gas, electricity, water, and the street-passen- 
ger traffic expired in the early years of the Twentieth Cen- 
tury, it might have been thought for a moment that the Paris 
Municipal Council would have municipalized these different 
services. On the contrary, the Paris Municipal Council has, 
during the last fifteen years, made new concessions to private 
companies, in different forms and for varying terms of years, 
in the matter of all the services mentioned. This is a notable 
fact, for it was done tho municipalization was advocated by 
a large and influential group in the council. 

The concessions which had been enjoyed for three-quarters 
of a century by the Paris Gas Company expired in 1905. 
But the Paris Municipal Council declined to assume the re- 
sponsibility of directing that industry. It preferred the 
system by which it became simply **an interested party" — 
that is, the gasworks, belong to the municipality, but the mak- 
ing of the gas is done by a company which furnishes the 
working capital and which shares the profits with the city. 
In accordance with this arrangement, the city may end the 
concession every five years by giving the company two years' 
notice ; that is to say, the city is bound for seven years. The 
first period of five years expired in 1910, without the city 
making use of this right, so that the present arrangement 
will last at least until 1915; and everything points to its 
continuing even longer; especially as the Municipal Council 
elected in 1912 for four years is friendly to the present ar- 
rangement. In fact, at the moment of writing, the city of 
Paris is negotiating a loan of 200,000,000 francs with which 
to enlarge its present gasworks and even to build new ones 
to be run under the present concession. 

A simUar arrangement— that of «an interested adminis- 
tration" — exists with the General Water Cmpany, and in 
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1910 the city renewed this arrangement for a very long 
period. 

Some thirty years ago concessions, beginning with a period 
running from 1882 to 1889, were granted to a half-dozen 
companies, each being given a fraction of the city, called a 
secteur. These concessions had to do with electricity, heat- 
ing, lighting and motive power, and all will expire in 1914. 
Five or six years ago the Paris Municipal Council united all 
the secteurs and conceded the city's electricity and motive 
power for a period of twenty-six years — ^that is, from 1914 
to June 80, 1940 — ^to a large financial group called the Paris 
Company for Electrical Distribution. In the matter of elec- 
tric lighting and heating, this company has a monopoly ; but 
as regards electric motive power the Municipal Council re- 
serves the right to permit other companies to furnish electric 
power to the city. Within the last few months a grant of 
this kind has come up for consideration, so that in this mat- 
ter of electric power it is highly probably that the city of 
Paris will adopt a competitive system. 

In the matter of urban passenger traffic, the municipality 
has had recourse also to the concessionary system under dif- 
ferent forms and conditions. There are in Paris two dis- 
tinct subway companies, the older and more important being 
the Metropolitan, whose concession is for forty years after 
the opening of the last portion of the road. The city as- 
sumes all the cost of tunneling, the company making the road- 
bed, building the stations, furnishing the rolling-stock and 
running the road. It gives the city one-third of the gross 
receipts and a certain portion of the increased traffic when 
it surpasses a fixed figure. The second subway company, 
the North-South, had made a different arrangement with the 
city. The company does all the work of construction, the 
city simply approving and supervising the plans and their 
execution and sharing in the profits, this share being based 
on the number of passengers carried. This concession is for 
seventy-five years. 
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And lastly, the city renewed three or four years ago for 
periods of about fifty years, with large shares in the profits, 
its concessions to all the tramway, omnibus and auto-bus 
companies. 

Thus, from 1900 to 1910, inclusive, the Paris municipal 
council has been handing over to private companies under 
varying conditions for periods extending to 1948 and even 
to 1980, all the urban public utilities — electricity, water and 
passenger traffic, as well as gas, on a somewhat different plan, 
as explained above. 

This system of concessions to private companies, produc- 
ing a considerable reduction in the prices paid formerly by 
the public for its utilities, and offering the city consider- 
able participation in the profits, is now both favorably 
received by Parisians and very advantageous to the city 
treasury. The public especially approves of the plan by 
which the city participates in the profits derived from the 
concessions. 

This system is very beneficial to the Paris treasury. For 
instance, during the year 1910 it brought in 83,000,000 
francs, of which 84 to 85 millions were from gas, 27 to 28 
from water, 18 from the subway, and the rest from electric- 
ity. It is true that these 83,000,000 francs must meet the 
interest on large loans which the city was forced to have 
recourse to in order to carry thru some of these enterprises. 
But it is safe to say that interest and amortizements do not 
represent more than one-half of the sums which the city 
receives from these sources; and these sums are sure to in- 
crease gradually and notably. Toward the middle of the 
present century, 150 or perhaps even 200 million francs will 
be the minimum sum which the city will derive from these 
urban utilities under the present arrangement, of which sum 
at least one-half, if not three-fifths or two-thirds, will be net 
profit. 

In the matter of urban utilities, most of the cities of 
France have copied Paris more or less closely. The excep- 
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tions are those towns where the municipal council is Socialist 
or Collectivist ; in which cases some of the utilities, especially 
that of lighting, have been municipalized. But these are rare 
exceptions in France, and the experiment has not, as a rule, 
been a success. The city of Elbeuf, for example, offers al- 
most a tragic case. A few years ago the municipal council 
and the mayor decided to municipalize the gas. Their initial 
step proved most disastrous, and the municipal gas company 
was run at a marked loss to the city treasury. The mayor, 
who represented his town in the Chamber of Deputies, was so 
affected by the situation and the unpopularity in which he 
fell, that he actually committed suicide. His death was fol- 
lowed by a new election, when the victorious municipal coun- 
cil immediately leased the city gas interests to a private com-^ 
pany. 

As a result of all this, municipalization is not in good order 
just now in France. A very striking proof of this has re- 
cently been furnished. Consequent of the wide-spread com- 
plaints over the increased cost of living, the Caillaux Cabinet 
brought in a bill authorizing the Paris municipality to estab- 
lish butcher-shops and bakeries. But public opinion was so 
opposed to this project that the Poincare Cabinet, which 
succeeded the Caillaux Cabinet, promptly withdrew this 
bill. 

It is true that the city of Paris has decided in principle 
to call for a loan of 200,000,000 francs for constructing, or 
aiding by loans, the construction of cheap workingmen's 
homes, and that the government has introduced a bill to en- 
able French towns in general to do this same thing. But the 
bill provides that the towns must, as a rule come to an ar- 
rangement with some cooperative or ordinary stock com- 
pany to whom will be loaned, at a low interest, the funds 
necessary to build these houses. So the general idea of the 
bill is that the municipalities will neither construct nor man- 
age these houses. Even the Minister of Labor, Mr. Leon 
Bourgeois, who belongs to the advanced democratic party, 
has concurred publicly in this view. 
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18. Policy of favoring workmen by reduced rates. 
— In comparing American and European cities even 
in specific and seemingly simple items, such as fares 
and service, great care must be taken. In considering 
the relative advantages in fares in one country over 
another, one must look into the question of the dis- 
tance and the system of transfers. Much, for ex- 
ample, is made of the fact that many Eiu'opean cities 
favor the workmen by reduced rates during the early 
morning and the evening hours. Yet under private 
management in the United States and in Canada this 
system is becoming more extended. Montreal, the 
largest city in the Dominion, has a rate of eight tickets 
for a quarter, usable between five and eight o'clock 
in the morning and from five to seven in the evening, 
while six tickets for a quarter, or twenty-five for one 
dollar, can be bought for ordinary travel, and ten 
tickets for a quarter are sold to school children. 
American cities are adopting a similar plan. 

We have in this country the custom, pretty gener- 
ally, of a single fare. In most of the European cities 
it is customary to charge a variety of fares, according 
to distance. The City of Glasgow has owned and 
controlled its municipal utilities for a long time. The 
street railways have an increasing fare. Careful 
studies have been made of this plan in Glasgow, and 
it is by no means sure that the plan is always good. 
In the first place, this rate of fare increasing with 
distance, which is almost universal in Europe, tends 
to congest the population within the lowest-fare area. 
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The second point is that as a rule those cities do not 
have a system of transfers. When you change from 
one line to another you pay your fare again. So, it 
is argued, on the whole the average fare paid by the 
average passenger is about as high as it is here. If 
a man transfers twice, he must pay three fares. 

19. Poor systems of municipal accounting. — ^Again, 
one inust keep in mind the fact that methods of keep- 
ing municipal accounts, especially in this coimtry, are 
usually faulty. For example, Mr. Halford Erick- 
son, member of the Wisconsin Railroad Commission, 
states : 

One problem that has been very hard to handle is the ad- 
justment of municipal reports. It is the purpose of the 
Uniform Classification to make utilities of the same class, 
regardless of form or ownership, comparable with one an- 
other. In bringing the accounting procedure of municipal 
utilities in line with these uniform rules, many more obsta- 
cles and difficulties have been met with than in the case of 
private plants. 

It is a difficult task to accomplish any permanent advance- 
ment or improvement in the accounting procedure of the 
municipal utility when the entire municipal system, coupled 
up with that utility's administration, may be unscientific and 
inadequate. 

An extract from the Fifth Annual Report of the 
New York State Public Service Commission of the 
second district for the year 1911, is pertinent in this 
connection. 

There are in the state two cities and forty-eight villages 
that operate municipal lighting plants. Such municipal 
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plants are, with a few commendable exceptions, unable or un- 
willing to adopt the practices of modem accounting. In 
many instances the bookkeeping is limited to a record of con- 
sumers' accounts, and a simple statement of receipts and dis- 
bursements, with little or no attempt at analysis or classifi- 
cations. In some cases the affairs of the lighting plant are 
so inter-related to those of the water or of some other de- 
partment, and the accounts of the two departments are so 
confused, that it is impossible to determine the actual re- 
sults of the operation in either department. It is a matter 
of prime importance, when municipalities embark upon busi- 
ness enterprises, that they should adopt businesslike methods ; 
but the citizens of many a village are convinced that their 
lighting service is cheap when, as a matter of fact, it is dear 
because the lack of proper accounting system fails to reveal 
the actual conditions. 

20. Modern development affects advantages of 
municipal ownership. — One of the greatest advan- 
tages for a system of municipal management is that 
various kinds of public service plants can be coordi- 
nated into a single scheme of operation. In this way 
costs are reduced and much saving in both service and 
rates results to the public. On the other hand, in the 
private field two counter developments may be noted. 
In many cases, street railroads will be found supply- 
ing facilities such as electric light and power as well 
as transportation. Since the same power can be used 
for a number of different operations, private com- 
panies have likewise the opportunity of effecting a 
considerable money saving in the use of power thru 
interaction of the different plants. From the point 
of view of profits and abihty to give low rates, this 
coordination, offsets many of the advantages of pub- 
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lie ownership and management. In earlier times 
when one private company supplied a city with gas, 
a second with electric light, a third with street rail- 
ways, and a fourth with water, it was apparent that 
if the city owned all of these the same power might 
be used to advantage in pumping the water, in run- 
ning the street cars and in furnishing the electric 
light and gas. To a great extent this is true and is 
a matter of great economic significance. 

But if these private companies are combined, the 
saving will be the same. For example, the Public 
Service Corporation of New Jersey in 1912 was sup- 
plying electricity and gas for electric street-railway 
service to 202 municipalities with a population of over 
2,000,000 people. As a result, the quality, the price 
and the continuity of service was superior to what 
could be obtained from a nmnber of small or strug- 
gling enterprises. The Pacific Gas and Electric 
Company of CaKfomia in 1912 was operating in 
thirty counties of central California, furnishing elec- 
trie light and power to 187 communities, besides fur- 
nishing gas, water and street service in many of these 
cities. The area covered was 87,700 square miles, 
and about 55 per cent of the population of California 
was being served. The Central Illinois Public Serv- 
ice Company was serving 87 communities which were 
formerly supplied with power by 49 separate gen- 
erating plants. By consolidation these plants were 
reducied to eight and later to four, capable of pro- 
ducing all the needed energy. The Boston Edison 
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Company now covers an area embracing 700 square 
miles. This argmnent for mimicipal ownership, it is 
thus seen, is largely superseded by this modern move- 
ment in the private utility field. In fact, it wotdd be 
difficult even impossible for a municipally owned 
plant to cover such a wide area, as such plants are 
restricted in many ways in their extension to outside 
cities, whereas a private company is able to serve a 
whole state, with the economies resulting from such 
concentration. 

21. Development of holding compames. — The de- 
velopment of holding companies in public utilities is 
another important recent development. Thru hold- 
ing companies, unrelated properties, widely dis- 
tributed — in many cases over several states — ^have 
been brought together under one central control and 
management. The holding companies do not, how- 
ever, aim to kill competition thru monopoly. The 
nature of these business activities, with their essen- 
tially local market, makes it impossible for isolated or 
scattered public utility companies to compete. Thru 
the holding company profits and losses are averaged, 
purchasing and operating costs are lessened, security 
issues are made easier, and thru a standardization an 
increase in service and facilities is made possible and 
a superior technical ability can be seciu'ed. This de- 
velopment is bound to have a great effect in prevent- 
ing the extension of municipal ownership. 

22. Municipal government still inefficient.— M.\x(^ 
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is made of the financial benefits accruing to the public 
thru municipal ownership. Yet, despite the un- 
doubted great improvement in city management dur- 
ing the last decade, municipal management is still so 
inefficient in comparison with private management as 
probably to outweigh any financial advantages which 
the advocates of municipal ownership claim. In- 
elasticity of management, favoritism in appointments, 
inability of the public to see the value of paying high 
salaries for highly technical positions, too large a la- 
bor force, the inability to resist the political appeal 
of municipal employes or the demand of consimiers, 
and the lack of initiative so often found, all operate 
as a dead weight on efficient government manage- 
ment. And yet, doubtless, cases may be found, es- 
pecially in small cities, where able upright officials 
run a municipal plant on sound business principles 
as efficiently as a private company could. 

23. Municipal ownership advisable where health, 
sanitation and public safety demand it. — In general, 
it may be said that in industries in whose conduct 
health, sanitation and public safety are involved, es- 
pecially if police protection is required, the larger 
public interests will usually call for mimicipal man- 
agement. This probably is the reason, especially in 
view of the larger and larger concentration of popula- 
tion, why municipal management of water works is 
rapidly becoming prevalent. The task of securing 
pure water and keeping it from pollution, if large 
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watersheds are to be protected, people will generally 
feel can be more satisfactorily handled by govern- 
mental than by private agencies. 

24. Where profit is the predominant motive j private 
management is better. — ^Where profit to the munici- 
pality and savings to the ratepayers are the predomi- 
nant motives and where effective public regulation is 
possible, a system of private management would seem 
preferable. Especially is this true where public 
utility corporations realize their peculiar position as 
public servants and, as a result, are willing or can be 
compelled to give fair treatment, good service and 
reasonable rates. The policy of fair treatment, good 
service and reasonable rates will bring its reward in 
financial return to any privately owned public utility. 
On both sides there seems to be a growing realization 
of mutual responsibility. 

25. Issue must be settled by experience. — ^Every 
one agrees that some form of government control of 
public utilities must be exercised. There can be no 
doubt that conditions have improved under the ad- 
ministration of public service commissions. The 
question of rigid public control of public utilities seems 
to be settled. Whether we shall eventually go further 
is something that will be settled by experience. In 
this respect the statement of Albert E. Winchester, 
of South Norwalk, Connecticut, is noteworthy. He 
says : 

Until we have instituted needed reforms in our ways of 
carrying on the public's work, municipal ownership, to 
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place private ownership on any extended scale, should be con- 
sidered most carefully before its adoption even as a final al- 
ternative. Otherwise, a simple change of ownership may re- 
sult not only in a swopping of evils, but plunge communities 
into a debt, litigation and responsibilities which they may be 
unfit to bear, not to mention the ruination of investments. 

Before municipal ownership as a commercial business is 
decided upon, it should be determined, without prejudice, by 
unbiased trustworthy persons whether or not it is the best 
alternative. Neither fancied reasons, theories, snap-shot 
judgment, spite nor personal grouch should be allowed in 
evidence. Both public and private interests have paid heavy 
toll and will continue to do so, because people do things 
collectively under lack of personal responsibility and unwise 
influences, from which, as individuals, they would shrink. 
Majorities may be wrong. 

Therefore, tho it may be proven that a privately owned 
public utility has failed in its obligations to the extent that 
public ownership seems to be the only remedy, even then every 
reasonable means should be used to induce and aid the local 
concern to meet its just requirements. It is wiser to pursue 
patiently a determination to improve existing methods, than 
to multiply public burdens and responsibilities unnecessarily ; 
and only communities that can thus consider this matter are 
fit to be trusted with extended responsibilities. 

The municipalizing of any form of money-earning public- 
utility carries with it great possibilities for good or evil. 
*'What is medicine for one is poison for another," was never 
more applicable than to municipal ownership. Every com- 
munity stands alone and must meet the issue according to the 
merits of its own peculiar condition and expectations. 
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REVIEW 

How and to what extent should a city try to prevent conges- 
tion caused by concentration of population? 

Is it possible for a municipally managed plant to develop as 
has the Public Service Corporation of New Jersey? 

Why is it unwise for a city to increase its number of municipal 
servants too greatly? 

Do you think the public will play fair with a company follow- 
ing a policy of good service, reasonable rates and non-interfer- 
ence in politics ? Why ? 

Are there any reasons why municipal management should be 
more efficient than Federal? If so, what are they? 

Do you think a policy of lower priced trolley tickets at certain 
periods of the day, like that of Montreal, a good financial prop- 
osition? Give your reasons. 



CHAPTER XVI 

f 

SHOULD PUBLIC MANAGEMENT BE EXTENDED? 

1. Government managdfnent not a panacea.— To 
many, government management (here taken to in- 
clude ownership with management) seems an obvious, 
relatively simple and practicable way of dealing 
wholesale with monopoly conditions. The Socialist 
party has as its cardinal principle the enactment of 
legislation directed toward public management of the 
means of production, distribution and exchange. 
Others see in the government management of the rail- 
roads, of the steel industry or of the merchant ma- 
rine a simple panacea for the social ills of each par- 
ticular industry or, in the case of land, for the eco- 
nomic ills of mankind. Against this wholesale point 
of view practical business men and the best scientific 
authorities, with practically no exceptions, emphat- 
ically protest. 

2. Advantages at times greater than disadvantages. 
---It must be recognized, however, that under special 
circimoistances and in some particular lines of in- 
dustrial activity, the advantages of public manage- 
ment are indisputable and far outweigh the disad- 
vantages. For example, to leave in private hands 
certain industries which, if their exploitation were left 
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unchecked, might threaten rapidly to deplete the nat- 
ural resources of a nation, may be an extremely un- 
wise policy for the State to follow. Private owners, 
who may be possessed of high personal integrity, but 
who as business men are not immediately concerned 
in the future welfare of the country, might by their 
actions force the public to take over the management 
of their particular indusflty in the public interest 
Forestry— even the coal industry, in some instances- 
may be cited as examples of cases in which private 
ownership and management might lead to quick na- 
tional bankruptcy of natm*al resources. Most peo- 
ple now recognize the need of our forest preserves. 

8. Importance of health. — Industries vitally affect- 
ing the health of a nation or of a municipality may in 
many instances require government management. 
These industries include sewage^posal plans and 
care of the streets and water works, all of which have 
social advantages under public management which 
overwhehningly outweigh any disadvantages. 

4. Government manufacture of war materials. — 
Certainly the rigid control, if not the actual manufac- 
ture, of war materials may be both economically and 
politically a wise course for the government to pur- 
sue. Ethically, also — ^and the ethical side of the issue 
is often overlooked in favor of the purely economic — 
there are reasons why the manufacture of war ma- 
terials should be government-managed. Many peo- 
ple believe that the task of manufacturing death-deal- 
ing war machinery should not be left to private in- 
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dividuals for profit, speculation and perhaps even evil 
political propaganda. There is an undercurrent of 
moral feeling wjbich is demanding rigid government 
control if not the manufacture of war munitions. 
Economics play a large part in determining the issue 
of whether or not any particular industry shall be 
government-managed, but one should never lose sight 
of the fact that social or political or ethical considera- 
tions may well predominate. , 
5. The war and the extensidn of public manage- 
ment. — The most unusual lengths to which, as the 
result of war conditions, some governments have 
lately gone in the management of business have start- 
led not a few and have naturally aroused many ques- 
tions as to the principles underlying the further ex- 
tension of governmental activity. All agree that 
military efficiency must be the supreme goal over- 
riding all other except internationally moral consid- 
erations at a time when nations are fighting for ex- 
istence. It is well to remember, however, as Lincoln 
did during the Civil War, that many acts are justified 
as war measures which would be unqualifiedly con- 
demned in days of peace. No one questions that in 
time of war, the government should go to extremes, 
not only in direct military defense, but also in the in- 
direct defense of the country, by preventing commer- 
cial losses or financial crises. All the great countries 
now involved in the conflict have given us unique and 
startling examples of government management in 
fields usually left in private hands, such as the direc- 
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tion of private manufacturing plants supplying war 
materials, the control of prices, the complete regula- 
tion and distribution of food supplies, and the various 
financial measures taken in order to insure the normal 
business life of the nation and to prevent credit de- 
moralization. All these war measures have been jus- 
tified as necessary to the self-preservation of the na- 
tions involved. 

An editorial in the New York Evening Post is in- 
teresting from the standpoint of the distance to which 
the governments of Europe have gone in the manage- 
ment of industrial and social affairs. 

A recent Bulletin of the International Labor Office gives 
an idea of the extent to which government in Europe is being 
socialized by the war. Germany, of course, heads the list in 
state-conducted enterprise. Practically all the principal 
commodities are now controlled by "sale societies,'* which the 
authorities have ordered the chief producers to form. These 
official "Trusts" are forced to cooperate closely in produc- 
tion and in distribution and price regulation. They are also 
held answerable for the handling of the labor situation, again 
under Government direction. Indeed, control of the rela- 
tions between labor and capital has been one of the chief 
socialistic preoccupations of the nation at war. France has 
practically conscripted labor, while at the same time regu- 
lating wages and hours of work. The most significant recent 
French legislation, however, looks to the apprenticing in 
trades of all unemployed children between the ages of thir- 
teen and eighteen, not at school. Here is James's "Industrial 
Army" with a vengeance. The English have done an un- 
precedented thing by establishing an official blacklist for em- 
ployees who leave their employment without due cause. To 
anybody who knows the English workingman and his convic- 
tion that he has an inalienable right under Magna Charta 
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to "chuck" his job whenever he gets tired of his employer's 
"jaw," this may seem the most revolutionary plunge taken 
by any government. 

6, What will the after-effects be? — It will be in- 
teresting to note the after-effects of this extraordinary 
extension of governmental activity on the trend to- 
ward government management, which in this country, 
and in fact the world over, has been rapidly gaining 
headway. Will the ease with which governments 
have assmned control over private industries wher- 
ever necessary in this world-war, strengthen the hands 
of those radicals who have been advocating complete 
government management of the means of production 
and distribution? Will the interference on the part 
of the state in such complex matters as the control 
of prices and food supplies increase the demand on 
the part of the laboring class for fiu^ther government 
interference and regulation and strengthen the idea 
that there is to be found the remedy for all economic 
ills? Will the socialist movement be advanced by 
these examples of varied public management, or will 
present experiences perhaps bring out thru actual 
trial the defects and dangers of complete state con- 
trol and management? For example, will the en- 
trance of the English government as employer into 
certain industries show English workingmen that the 
state with its arbitrary power is not all they thought 
it would be? Will the extremes of public manage- 
ment now in use lead to further activity along similar 
lines, or will they end in a reaction against state in- 
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terference? There is no doubt that the reconstruc- 
tion period following the war will be one of the most 
difficult and at the same time one of the most in- 
teresting periods in the history of relations between 
industry and government. It may well mark an 
epoch in economic history. There can be little doubt 
that in the exigencies of war time the industries have 
been carried on by the government with little regard 
to expense. It may well be that when costs are care- 
fully counted, private management will come again 
to the fore. 

7. The movement in the United States. — ^In the 
United States the movement toward government man- 
agement has been marked by the recent inauguration 
of the parcels post as an extension of the Post Office 
Department, by the recommended purchase of the 
telegraph and long-distance telephone, and more re- 
cently by the proposals in Congress for a large gov- 
ernment armor-making plant, and bv the shipping 
act which makes possible a merchant^ marine owned 
and managed by the government. 

8. A government-managed armor plant. — In con- 
nection with the proposal for a government armor- 
making plant, the Bethlehem Steel Company laid its 
case frankly before the public in a series of pamphlets 
which throw a great deal of light on the whole ques- 
tion of government versus private management. 
The company claimed that it was a duty to its stock- 
holders to preserve an investment of over seven mil- 
lion dollars in its armor plant, an investment made, at 
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the behest of the government, which would be ren- 
dered valueless if a government plant should be built. 
In replying to the statements made that the govern- 
ment had been gouged by high prices the company 
offered to reduce the prices or to accept the findings 
of the Federal Trade Commission as to what a fair 
charge would be, and agreed to accept such findings 
indefinitely. The company also claimed that it could 
and would produce armor plate at a price cheaper 
than that at which the government could possibly 
produce it, and sharply criticized government fig- 
ures as to the price at which it could produce armor. 
The ethical, the social, the political and the economic 
points at issue have been sharply stated in this con- 
troversy. Something can be said for the government 
side of the case of course. It is clear that the gov- 
ernment must control ; but, judging by our experience 
in other fields, the investment of $11,000,000 by the 
government seems a doubtful proposition econom- 
ically, and the hope of a reduced armor cost, if proper 
accounting is made, seems largely chimerical. 

9. A gavernment-managed merchant marine. — If 
the proposal to establish a government-managed mer- 
chant marine had been based upon the necessity of 
having suitable ships promptly available as transports 
or auxiliary cruisers in case of war, few people would 
have objected; but as a step with no sound economic 
or political reason, many people had serious objec- 
tions to such a move, especially as the reasons given 
for the move were vague and the benefits to be reaped 
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were problematical. As this was an administration 
measure backed and fought for by President Wilson, 
it is interesting to find in his book. The State, these 
words : 

Indeed, such are the difficulties in the way of establishing 
and maintaining careful business management on the part 
of the Government that control ought to be preferred to 
direct administration in as many cases as possible — ^in every 
case in which control without administration can be made 
effectual. 

10. Extermon of post office work. — In this country 
the post oflSce is the best and largest example of gov- 
ernment ownership and management, and the en- 
trance of the Federal government into other business 
activities is largely thru an extension of its work into 
such fields as the parcels post, banking, the telegraph 
and the telephone business and, as has been suggested, 
the taking over of the railroads. It is evident to all 
that any further extensions of post office activities 
should be determined largely by the success or non- 
success of present lines of work and the illustrations 
given in the chapter on the post office do not encour- 
age further extension. 

In this whole field of government activity no prin- 
ciples have been definitely established on a basis of 
fact in this country. We are confronted with argu- 
ments for government control of the railroads based 
on experiences in Europe, where social conditions are 
largely different and where the military aspects of the 
question predominate. The value of government 
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ownership, which includes planning of railways, has 
been sharply brought out by the remarkable use which 
Germany has been able to make of her railway lines 
during the present war. This primary military need 
does not, however, exist in the United States. Here 
again, one must be careful of facts, careful of pur- 
pose, careful to judge diflferent social conditions. 
For example, in judging service and rates in Europe 
as compared with those in the United States, many 
varying factors, such as density of population, cost 
of living, taxation, and systems of accounting, must 
be considered before any definite answers can be given 
regarding the relative welfare of Europeans under 
government ownership as compared to Americans un- 
der private ownership. 

11. Dishonest financial methods must stop. — On 
the whole, the American railroad system, when com- 
pared to those of other countries where State-owned 
railroads predominate, have little of which they need 
be ashamed and much of which to be proud. A most 
wonderful record, for example, is that of the Penn- 
sylvania Railroad in carrying 458,952,298 passengers 
in more than 8,000,000 trains for a distance of 10,- 
000,000,000 miles without a fatal accident. 

Much of the feeling against the railroads in this 
coimtry has come from financial juggling. It is a 
regrettable fact that several instances of such juggling 
involving whole systems have lately occurred which 
can be characterized only as robbery. Yet on the 
other hand we have illustrations of many raiboads con- 
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servatively managed, with a long period of sustained 
dividend payments, fair dealings with employes and 
excellent service to the pubhc. It is doubtful whether 
occurrences of bad management in private hands 
equal the ineflftciency, the graft, and the pork-barrel 
methods of political agencies. The Federal govern- 
ment ownership of the Union Pacific Railroad was 
by no means a success. Railroad officials and finan- 
ciers with the best interests of the railroads at heart 
must see to it that individuals of the type th'at man- 
aged the finances of the Frisco and the Rock Island 
systems are eliminated. Such practices only undo 
the work of legitimate industry, anger the public and 
make more strong the feeling that only government 
ownership will suffice to stop such conditions. So- 
cialists and agitators are using such examples thru- 
out the country with telling effect. 

12. Government management of railroads in Can- 
ada a failure. — ^Mr. E. R. G. Gordon, speaking be- 
fore the annual meeting of the National Civic Fed- 
eration in December, 1914, said of Canadian rail- 
roads : 

Leaving out the Canadian Northern, which is an uncom- 
pleted road, we have for consideration three great systems, 
the Grand Trunk, the Canadian Pacific and the Intercolonial, 
the latter owned and operated by the Canadian government. 
Both the Grand Trunk and the Canadian Pacific pay annual 
dividends. The former has usually declared five to seven per 
cent, the latter has yielded dividends up to twelve per cent. 
The Intercolonial Railway is known far and wide over Can- 
ada as **Canada's White Elephant.'* This government rail- 
way embraces 1,449 miles. It stretches from Montreal east- 
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ward thru the Maritime Provinces for a distance of more 
than a thousand miles. It taps the rich iron and coal mines 
of Nova Scotia and has a rail monopoly of that transporta- 
tion. It ought to be the best paying railway system in Can- 
ada^ but it is the worst. 

The government has sunk over $83,000,000 in this railway. 
Its gross earnings in 1909 were $8,602,286 find its working 
expenses were $9,062,682, leaving a deficit of $449,636. In 
1912, the best year the road has had, the operating expenses 
were $10,693,786, showing a surplus of $2,760. But the 
interest charges on the cost of this "white elephant" amount, 
at four per cent to $4,620,279 a year, and the loss in taxes 
to $700,000 annually. Thus we see that in its best year 
this socialistic railway lost, net, more than $4,000,000. 

A writer in the Toronto Mail and Express stated in 1907 
that the Intercolonial Railway had lost an average of nearly 
$4,000,000 a year for the preceding five years. The writer 
has traveled over the Intercolonial all the way to Sidney, 
N. S., and also over the Canadian Pacific Railway and the 
Grand Trunk. In reply to this question as to why this gov- 
ernment railway failed to pay, one old farmer said: "Well, 
you see, the boys that run this *white elephant' think more 
of getting the votes on election day than they do of getting 
the trains in on time.*' It costs $7,600 per mile per year to 
operate this socialistic railroad, as against only $6,000 for 
the Grand Trunk, and even less for the Canadian Pacific. 
In other words, experience proves again that bureaucratic 
management of industrial enterprises always means waste, ex- 
travagance, inefficiency and political bossism. 

18. Government-managed railroads in France not 
a success. — ^Another bit of worth-while evidence, im- 
portant because of its European source, comes from 
one of the best known and most reliable of European 
economists. Professor Paul Leroy-Beaulieu of the 
College de France, who, writing in the North Amer- 
ican Review of March, 1918, and speaking of the Wes- 
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tern Railway, the largest and most important of the 
old government-owned railroads in France, says : 

The State management of the Western Railway has been 
from the very start, and continues to be, a great financial 
and technical disappointment. For the first two years the 
whole line was in absolutely chaotic condition. The trains 
were never on time and the worst possible accidents were 
continually happening, whereas under the old management 
not a single passenger had been killed in ten years. Today 
the technical side is better than it was at first, but not better 
than it was under the old company. The financial results, 
however, could not be much worse than they are, and are a 
great load on the State Treasury. 

In the year 1908, the one preceding the operation of the 
road by the State, the old Western Company had a net defi- 
cit of twenty-seven million francs, and consequently, in ac- 
cordance with the plan then in force, the company borrowed 
from the State this sum with which to pay the interest on its 
bonds and shares. In 1909, the first year that the State had 
control of the roads, this deficit rose to thirty-eight million, 
five hundred thousand francs, and continued to rise as fol- 
lows during the succeeding years: 1910, 68,500,000; 
1911, 71,260,000; 1912, estimated 84f,600,000, and 1913, 
estimated, 90,000,000 in round numbers. While I am writ- 
ing these lines M. Cheron, Deputy and a former Assistant 
Secretary, publishes a report on the subject in the name of 
the Budget Committee of the Chamber of Deputies. He be- 
longs to the Radical party, but has to admit that the figures 
of the estimated deficit for the year 1913 are "very disquiet- 
ing,'* and adds that the estimated deficit for 1912, as well as 
that for 1913, is largely attributable to salaries of the em- 
ployes, the increase under this head being 62,000,000 francs 
since the State took the road. In the Government offices, 
at least in France, there is always a tendency to over-increase 
the number of the employed. But in this way more citizens 
are made happy, and the party in power fares better at 
the elections. 
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Thus, as we have seen, the trial of State ownership in 
France is directly against that system, and consequently 
public opinion is now completely opposed thereto, especially 
enlightened, as it now is, by the financial and other shortcom- 
ings which have followed the State operation of the Western 
railway. It may be regarded as certain that, notwithstand- 
ing the seventy Socialist Deputies in the Chamber, it will be 
a good many years before another French Minister of Finance 
will venture to propose the State's taking over another rail- 
way. 

This would indicate that European experience, so 
often put before the American public in such a fav- 
orable light, has another side. 

14. Conditions under which government manage- 
ment may be a success. — Many years ago, in 1867, 
when the question of the purchase of telegraphs and 
railways was pending in Great Britain, W. Stanley 
Jevons, one of the most careful and imprejudiced in- 
vestigators of the last centiu-y, stated that in his judg- 
ment state management possessed advantages imder 
the following conditions: 

(1) When numberless widespread operations can 
be efficiently connected, united and coordinated only 
in a single, all-extensive government system. 

(2) When the operations possess an invariable, 
routine-like character. 

(8) When they are performed under the public 
eye, or for the service of individuals who will 
immediately detect and expose any failure or lax- 
ity. 

(4) When there is but little capital expenditure, 
so that each year's revenue and expense accoujit will 
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represent with sufficient accuracy the real commer- 
cial conditions of the department. 

In other cases he thought government management 
unwise. 

Jevons thought the post office, in carrying letters, 
was a success, while in the same article he asserted 
that it is 

but too sure that some of the State manufacturing estab- 
lishments, especially the dockyard, form the very types of 
incompetent and wasteful expenditure. They are the run- 
ning sores of the country, draining away our financial power. 

In 1875, summing up the experience for some years 
of the post office with the telegraph, he regretted '*the 
financial failure of the telegraph department . . . be- 
cause it puts an almost insuperable obstacle in the 
way of any further extension of government industry 
in the present generation." 

He favored strongly a parcels post, but said that 
"the experience with the telegraph department dem- 
onstrated that a government department cannot com- 
pete in economy with an ordinary commercial firm 
subject to competition." 

Yet Jevons liked the idea of a parcels post and, 
four years later, in 1879, he urged strongly the adop- 
tion of a State parcels post for small packages, on the 
groimd that it would be " a really great work of social 
reform to be achieved." He believed "it would be 
the harbinger of universal free trade if made inter- 
national." His reasons were social and political, not 
economic. The same line of argument, however. 
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seemed to convince him that it was not practicable or 
wise for the State to take over the railways, chiefly on 
accomit of the complexity of management and the 
waste that would be almost certain to result from gov- 
ernment administration. 

15. Many erroneous statements made as to costs. — 
In the published statements of the relative cost of 
privately and publicly managed industries, many er- 
roneous statements are made, based largely on inade- 
quate analysis from an accounting standpoint. In 
the case of city-owned establishments, the direct ex- 
penses are regularly given, but overhead charges are 
rarely properly reckoned. Would any portion of the 
mayor's salary be included for general oversight? 
The chances are ten to one that the offices would be lo- 
cated in a municipal building which would be free 
from rent. No taxes would be paid to the city. 
Many items are usually left out that should be in- 
cluded in a comparison between a municipaUy owned 
plant and a privately owned establishment. If the 
comparisons were made fairly, and the reports in- 
cluded all items of cost, the figures would rarely be 
favorable to city management. 

16. Fallacies in government figures. — Practical il- 
lustrations of the differing ways in which government 
and private costs are figured were given in the pro- 
posal for a government owned armor plant. The 
Secretary of the Navy estimated that the govern- 
ment could make armor at $262 per ton in a plant 
of 10,000 tons' output ruiming at full capacity. The 
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prevailing price at the time this estimate was miade 
was $425 a ton. This difference was claimed by the 
government as an advantage of government manu- 
facture over private manufacture. The Bethlehem 
Steel Company, claimed, however, and rightly so, that 
this was fallacious as the estimated cost covered only 
labor charges and no general expenses, no insiu*ance, 
taxes or depreciation of plant, no interest on invest- 
ment and no capital cost. 

But these items must be paid in one way or an- 
other. All these items must be covered, if not by 
the industry, then by taxes. Even government es- 
timates of necessary items in such cases have often 
been notoriously underestimated. Correct account- 
ing methods would make a vast difference in many 
of the statements regarding the supposedly low cost 
in government plants. 

Regarding government accoimting it is worth while 
to quote a few statements as to the methods employed 
in government affairs. President Taft, in his ^mes- 
sage to Congress, January 7, 1912, in speaking of 
economy and efficiency in the government service, 
said : 

No general system has ever been devised for reporting and 
presenting information regarding the character of the ex- 
penditures made, in such a way as to reveal the actual costs 
entailed in the operation of individual services and in the 
performance of particular undertakings; nor in such a way 
as to make possible the exercise of intelligent judgment re- 
garding the discretion displayed in making expenditure and 
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concerning the value of the results obtained when contrasted 
with the sacrifices required. 

With large interests at stake, the Congress and the Admin- 
istration have never had all the information which should be 
currently available if the most intelligent direction is to be 
given to the business in hand. 

The Saturday Evening Post, in an editorial of De- 
cember 14, 1912, puts the issue in the following words: 

• 

There is hardly a state, city or town in this country that 
makes an intelligent statement of its fiscal operations and 
conditions. 

Every state, city and town publishes once a year a thing 
it calls a treasurer's report or an auditor's report — ^usually 
a very bulky thing, containing an interminable maze of fig- 
ures. We venture to say offhand, that, as to about two- 
thirds of these reports, the best expert accountant in the 
United States could not construct from them such a concise 
and intelligible showing of income, outgo, indebtedness and 
cash on hand as the New York Stock Exchange requires 
from every corporation whose securities it lists. As to 
three-quarters of them, we venture to say that, if any such 
confused, occult statement were laid before the directors of 
a railroad, those directors would stand up in righteous indig- 
nation and discharge the whole accounting department on 
the instant. 

Very properly we demand publicity for corporation 
affairs. Why not demand intelligible publicity for public 
affairs? Look up the last annual report of your state, city 
or town and see what you can make of it. 

Dr. Frederick A. Cleveland, former Professor of 
Finance in the School of Commerce, Accounts and 
Finance of New York University, and director of the 
Bureau of Municipal Research, New York City, 

XXrV— 22 
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chairman of the Federal Efficiency Board, an au- 
thority on efficiency in city government, in an article 
entitled, "The Need for Coordinating Mmiicipal, 
State, and National Activities," states that: 

If a citizen were to undertake to inform himself about 
the Government of the United States he would have before 
him a life work. Even the preparation of a statement of 
expenditures for work would require the analysis and re- 
capitiilation of reports prepared pursuant to ninety dif- 
ferent acts of congress, which result in nearly two hundred 
reports relating to financial matters. The hopelessness of 
the quest further appears when it is found that in no two 
departments, and in many instances in no two bureaus in the 
same department, is the same classification used. It is there- 
fore quite impossible to get together a statement of expen- 
ditures which will show the cost of activities for the Govern- 
ment as a whole. 

17. Why private management is more efficient. — 
From the standpoint of accounting, then, a careful 
checking up is necessary before we can get an ac- 
curate idea of the efficiency of government manage- 
ment. But why are private plants more efficient than 
those under government management? Public man- 
agement means a suspension of the struggle for ex- 
istence which private management must always un- 
dergo. This supension of the struggle for existence 
in public management applies to every grade of labor 
concerned — directors, managers and employes. The 
profits and losses of a privately owned business affect 
those engaged in it, while the profits and losses of 
publicly managed businesses are passed on to the pub- 
lic. In public business, the maximiun of efficiency is 
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particularly difficult to attain. The tendency is to- 
ward over-organization. In any movement to re- 
form the administration of public business the line 
of least resistance is usually followed, which gener- 
ally means to get along with as little friction as pos- 
sible, and to change as little as possible. 

In private business, success comes only from a 
policy of activity and enterprise, of initiative and 
energy. The force of workers is keyed up, efficiency 
is the aim, and the results must be shown. Adminis- 
trative reforms can be made and are not questioned. 
The director in a private concern is a general. The 
head officer in a public concern is generally a success 
because he is a pacifist, and because he uses methods 
that please. 

18. Private business dynamic. — In matters of ap- 
pointments or promotions, public business again is at a 
disadvantage, for, as a rule, appointments are made 
from civil service lists, and promotions must be made 
by seniority. Relatively speaking, while subordin- 
ates are often overpaid, the higher grades of employes 
are poorly paid. Security takes the place of oppor- 
tunity. In private business, promotion generally 
comes from efficiency and production of results. 
High salaries are paid to the leaders because such 
outlay pays in the long run. Opportunities for suc- 
cessful men are greater, while the inefficient are vig- 
orously weeded out. Opportunity will always se- 
cure the more progressive and the more ambitious. 
Public business tends to be static, private business is 
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dynamic. Public business is forever trying to secure 
efficiency thru economy, while private business aims 
to secure economy thru efficiency. Along these lines 
a tremendous advantage lies on the side of private 
business. 

19. Government management seldom a source of 
revenue. — Government management is often advo- 
cated because, it is claimed, it is a profitable source of 
revenue to the State. The statement of The Tele- 
phone and Telegraph Age of New York, in its issue 
of February 16, 1912, speaking of the British expe- 
rience with the telegraph and telephone, is worth 
quoting in this connection. 

Forty-five years ago, in 1866, the proposal for the pur- 
chase by the government of the British telegraph lines was 
first advanced, and an allegedly conservative estimate set the 
cost at $11,500,000. It took nearly three years to complete 
the negotiations, and in 1869 Parliament appropriated 
$35,000,000 for making the purchase — ^more than three 
times the original estimate; but in addition to that, the gov- 
ernment was called upon to pay the railway companies for 
their freehold interest in the telegraph equipment running 
along their lines, the right of way having been only based 
by the telegraph companies ; that meant another $20,000,000 
— so that the acquisition of the business stood the British 
government $55,000,000. It was still predicted that within 
twenty years the new revenue would materially reduce the 
tax rates on the properties of the people. The disillusion- 
ment came quickly. For the first two years of the govern- 
ment operation there was a small net revenue, but after that 
the returns could not be made to meet the interest on the 
capital investment, and for the thirty-nine years this enor- 
mous interest has been paid out of the exchequer — ^the 
pockets of the people. Then telegraph rates were reduced 
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under the popular cry that reduced rates would increase the 
business and that increase would produce profits — ^but just 
the reverse was the result. The cost of maintenance and 
operation increased enormously under government owner- 
ship ; and the revenues falling far below this, and the upkeep 
and necessary improvements constantly calling for more 
money, the drain on the exchequer became increasingly 
heavy. 

In fact the treasuries of nearly all countries which 
manage telegraphs and telephones present annually 
occurring deficits, in many cases running into large 
figures and made good by taxation. The history of 
our post office shows one deficit after another. 

Labor often makes the plea that conditions of work 
will be much better under the government, and state 
owned and managed industry is advocated on this 
score. Possibly this is true in some cases, but cer- 
tainly not in all. Is the Federal service, for example, 
preferable, from the labor standpoint, to the service 
of the United States Steel Corporation, of the Amer- 
ican Telephone and Telegraph Company, of the 
Pennsylvania Railroad with their welfare work, their 
business systems, and their quick recognition of abil- 
ity? Possibly for many of the workers of the lower 
grades yet never for those of the higher. And wher- 
ever the workers of the lower grades receive wages 
higher than those of like grade in private employ, it 
must be kept in mind that the product does not pay 
these wages ; the taxpayers pay them. 

20. Dangers of a large civil service. — ^From another 
angle this question of labor in a wide range of gov- 
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eminent ownership would present a very great prob- 
lem. Professor C. F. Bastable, professor of Politi- 
cal Economy at the University of Dublin, in his book 
on Public Finance, says : 

One difficulty common to most forms of state industry 
arises from the necessity of dealing with large numbers of 
employes. The tasks of the modern State are sufficiently 
varied and comprehensive to take up all the ability and time 
of administrators, without adding unnecessarily to their 
duties. Public industries, however, require for their effi- 
cient working a body of organized hands, obtained by free 
contract. An unavoidable consequence is the possibility of 
disagreement between the State and its helpers, culminating 
perhaps in the last weapon of industrial war — strikes. The 
position of the public powers is in such cases a trying one. 
The agency that is bound to enforce order and fair play is 
one of the parties to the dispute; the natural disposition 
of an administrator in a popular government is to make 
things smooth by yielding to the demands of the discon- 
tented, a course that involves additional expense and in- 
juriously affects the financial position. The pressure of 
the consumer — ^that is the community — for low rates, and 
that of State officials for better conditions of service, is the 
most serious financial risk that the industrial activity of the 
State is likely to encounter. The Prussian railway service 
controls its 80,000 employes on an almost military system, 
aided by the organization of the national army. But any 
attempt to direct the railway system of the United Kingdom 
on a similar plan would be hopeless. These facts and argu- 
ments ought not to be overlooked in America. 

21. Could dominate country thru vote. — Senator 
Jonathan Bourne, Jr., in speaking of the eventuality 
of government ownership of the telegraph and tele- 
phone lines as advocated by Postmaster-General 
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Burleson, is of the opinion that government owner- 
ship would result eventually in complete domination 
of the government by its own employes, who would 
vote themselves such hours and such pay as they 
chose. He estimated that the taking over of the 
telegraph and the telephone, of the railways and elec- 
tric lines, water transportation and the express busi- 
ness would result in adding more than 2,500,000 em- 
ployes to the Federal service. He says: 

Taking into consideration the fact that in the last ten 
presidential elections, the President has been elected by a 
plurality varying from seven thousand plus to little over 
two million and a half, the thought naturally arises that 
three million Government employes would absolutely control 
the government of our political machinery, the tendency be- 
ing more pay, less service in Government employment result- 
ing in resistless efforts on the part of outside labor to 
secure Government employment. 

22. Some questions to he asked. — ^AU in all, there 
are distinct limitations to the value of government 
management, from the standpoint of the public, from 
the standpoint of the consumer and from the stand- 
point of the wage-earner. Altho. public ownership 
is not solely an economic question, in the main it is a 
business* proposition which must be justified by its 
economic results. Even the economic results of the 
parcels post in the United States are still not clear 
and are at present the subject of controversy, while, 
judging from the results obtained in other countries 
with State owned telegraphs and telephones, it would 
seem as if in these particular fields we need exceed- 
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ingly careful study before going further. At least, 
for our own welfare, we should thoroly examine 
many questions before further steps are taken in 
putting additional industries under post office man- 
agement. 

Will the extension of such power give more oppor- 
tunity for public corruption and more abuses rather 
than fewer? What will be the pohtical effect of a 
greatly increased number of civil service employes? 
Will the extension of power result in a bureaucracy, 
and will it prove injurious to the progress of our 
country? Will rate-making be determined by igno- 
rance and political pressure rather than by expert 
knowledge? Will the public pay for inefficient man- 
agement and deficits in unjust taxation of the non- 
using public and thru injury to the public credit ?. 
The consumer is interested in knowing whether gov- 
ernment management will mean better service, or 
poorer, unprogressive and dearer service, while the 
wage-earners, especially the self-reliant and well- 
trained, ask whether theu- chances for promotion will 
be fewer or more? 

23. The public must be sure of facts. — If the gov- 
ernment is to extend its management we must be sure 
of oiu" facts, in order that our guiding principles may 
be soimd. Hasty and ill-advised legislation passed 
for the sake of political capital may commit this coim- 
try to policies which later, thru inertia and political 
influences, may be difficult, almost impossible to alter. 
There should be no undertaking of new activities on 
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the part of the government without careful consid- 
eration of the principles upon which it is acting and 
without accurate, definite knowledge of the facts by 
which it should be guided. 

24. A remedy to he sparingly applied. — ^In gen- 
eral it may be said that government management is a 
remedy to be applied only after the means of ade- 
quate government control are found to be neither 
workable nor available. Government management is 
a policy to be applied in a limited way, and then only 
after due consideration has been given other reme- 
dies. It may be true that the special character of an 
industry or the peculiar circumstances under which 
it is carried on, involving large political, social, and 
ethical questions, may override the disadvantages 
of government management. Government, however, 
with its multitudinous activities, has a tremendous 
task ahead of it to work out principles of adminis- 
trative efiiciency and perfect existing methods of con- 
trol and regulation. It seems, therefore, that a gen- 
eral policy of government management would only 
add to these difficulties, and would result in the loss 
of national industrial efficiency, bringing no real re- 
turn to the wage-earner and loss to the consumer. 
If either or both profit, it will generally be at the 
direct and unjust expense of the taxpayer. 

25. Fundamental principle is public welfare. — The 
fundamental principle to keep in mind is the promo- 
tion of public welfare. Every coimtry needs to be 
studied by itself. In making comparisons between 
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the experiences of diflFerent countries we should be 
careful to take into account all determining factors — 
a practice that has by no means been followed. In 
our country, we may practically ignore tiie military 
aspect of the question. The political viewpoint is 
largely a matter of party policy, while, regarding the 
social, financial and economic aspects, there have been 
very decided differences of opinion. The arguments 
on neither side have rarely, if ever, been worked out 
carefully and without prejudice. Judge Elbert H. 
Gary states the issue well : 

The guiding principle of the day should not be: "Let us 
be prosperous'* but rather the broader one, **Let there be 
light." The rule-of-thumb days are passing. It is pre- 
eminently necessary for the people to be rid of panaceas and 
propagandists, of political theorists and demagogues, and 
to return once more to the simple facts as they are developed 
by experience. Let us emphasize these basic truths, and the 
judgment of the average thinking man may be relied upon 
to evolve the principles of action which are essential to the 
prosperity and happiness, if not to the very existence, of 
the nation. 



REVIEW 

Under what circumstances should government industries be rus 
for profit? 

Should the government retain absolute control of all natural 
resources, or would you consider this an unwise restriction on de- 
velopment? 

What is the competitive relation^ if any, between telephone and 
telegraph companies? 

Arrange in order the difficulties which a State would have in 
undertaking the management of (1) The United States Steel 
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Corporation^ (S) Wireless telegraphy^ (8) The International 
Mercantile Marine^ (4) the long distance telephones. 

If the balance of power of the Federal electorate were in the 
Federal service^ how could they be prevented from getting what 
they demanded in wages and conditions of labor? 

Why do private plants have better accounting systems than 
public departments? 



CHAPTER XVII 

INFLUENCE OF BUSINESS ETHICS ON GOVERN- 
MENT MANAGEMENT OF BUSINESS 

1. Government management at different periods. 
— Questions of right and wrong permeate life every- 
where: family life, government, society, business. 
Traced to their origin, reasons for changes in the re- 
lations of government to the activities of the citizens, 
frequently, if not usually, lead directly to a question 
of ethics. The circumstances giving rise to discus- 
sions regarding governmental influence upon citizens 
vary with the stage of civilization, the type of so- 
ciety, the kind of government. In ancient Sparta, 
the government directed practically everything: fam- 
ily life, business, war. In many savage tribes, the 
government is likewise dominant over personal habits, 
usually, however, in the guise of enforcing the will 
of the gods. In other looser tribal organizations the 
will of any strong individual determines his act, be- 
cause of the weakness of government. 

With the growth of democracy, and perhaps of 
Christianity, aside from the influence of the church 
hierarchy, governmental domination over the acts of 
the individual seems to have lessened, altho from time 
to time in different countries there comes to the fore a 
demand for an extension of government regulation. 

326 
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In the middle of the Nineteenth Century, especially in 
France and Germany, to a lesser degree in Great 
Britain and the United States, commmiistic and so- 
cialistic plans urging a greater measure of govern- 
ment control were strongly advocated, and at the 
present time in many coimtries the Socialist party has 
attained great strength. In Germany particularly, 
perhaps, this advance of the Socialist party has been 
marked ; in the United States its growth has not been 
great, altho the indirect influence of its teachings has 
been noticeable. The growth of the Social Demo- 
cratic party in Germany does not necessarily mean 
an increased belief in government ownership and 
management, for some the Socialist leaders do not 
believe in that economic policy. They have joined 
that party because it is the only party in their coun- 
try that is really democratic in its political views. 
As we have seen, however, in preceding chapters, there 
has been a decided increase in Europe of government 
ownership and management of certain public utilities, 
and there are numerous advocates of that policy in the 
United States outside of the Socialist party. 

2. Influence of Civil War on public sentiment. — 
Demands for social reforms of any kind usually come 
from a quickened popular consciousness of social 
evils. The causes of the awakening consciousness, 
and with that, perhaps, of the public conscience, are 
manifold. In our own history, the Civil War 
marked an epoch in political conditions, but none 
the less in industrial and social morals. Human 
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nature is one; and the exalted patriotism bom from 
the sacrifices of the Civil War, which was fought, 
first, to save the Constitution, then to free the slaves, 
led to heart-searchings in other fields. Old-time 
abuses that had been tolerated because people thought 
little about them, were now seen and felt; and the 
determination to uproot abuses and to right wrongs 
became fixed. Then, from the principle of conta- 
gion, which fortunately is as applicable to things 
good as to things evil, this determination continued to 
be felt, and one abuse after the other, under the in- 
fluence of the people's quickened conscience, has been 
swept away. 

The barbaric ferocities on sea and land in the pres- 
ent European struggle may well be laid largely to 
the desperation of war. There seems no reason to 
doubt that, as was the case after ovu* Civil War, so 
after this great European war, there will be found as 
never before an awakened consciousness of wrong- 
doing in industry and private business and a con- 
science more tender toward social abuses. 

8. Causes of demand for government management 
of business. — It seems probable that the demand for 
government ownership of capital and government 
management of business is due very largely to beliefs 
in social abuses, which, it has been thought, can be 
lessened better thru the government than otherwise. 
The distribution of the product of industry among 
the different classes of producers has been by many 
considered most unjust. 
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The rise of the railways and the development 
of other forms of public utilities aflford numerous 
examples of abuse. Franchises were secured by 
fraud and corruption; watered stocks were is-^ 
sued. 

Discriminations were given by the railway to 
many of their larger customers thru secret rebates 
in freight rates that served to build up certain locali- 
ties at the expense of others and to favor certain man- 
ufacturers by ruining their competitors. The trafl&c 
managers made agreements, which, often violated, led 
to rate wars followed by the formation of great rail- 
way pools. Excessive rates charged to some shippers 
were partly excused by the railroads on the ground 
that these same shippers and members of legislatures, 
powerful political executives, and, at times, even 
judges, demanded free passes, which imder the cir- 
cumstances the roads felt compelled to give. As 
these abuses became known, remedies were naturally 
sought; and in the excited state of public opinion, 
frequently mistakes were made from the eflFect of 
which we are only gradually recovering at the pres- 
ent day. The good intention of the people to remedy 
abuses and raise the standards of business morals can- 
not, however, be questioned. 

4. Interstate Commerce Law and Sherman Anti- 
Trust Act. — It was thought that the evils of pools 
could be met by prohibiting, altho, almost without 
exception, special students of the subject — including 
the Interstate Commerce Commission created by the 
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law of 1887 — have felt that pooling should be per- 
mitted under proper governmental supervision. 

The danger of monopoly in the great industrial 
combinations, it was thought, could be stopped by di- 
rect prohibition of restraint of trade and of monop- 
oly in business imder the Sherman Act of 1890 
which, if literally interpreted and strictly carried out, 
would have practically blocked a large proportion of 
the really legitimate, beneficial business of the coun- 
try. Partly because no one believed that a literal 
interpretation could be meant ; partly because the Ex- 
ecutive Department of the Government of the United 
States, under that impression, at first did not attempt 
its aggressive enforcement ; and partly, later, because 
the Supreme Court finally applied the "Rule of Rea- 
son" in its interpretation, it is now on the whole, help- 
ful rather than harmful. But it came first to cure 
an evil. 

5. Wage-earners, — Before the building up of the 
factory system in the early part of the Nineteenth Cen- 
tury, while there were ^ doubtless many instances of 
individual suffering and abuses as painful and as gross 
as any that have since been known, these cases were 
not so massed that they appealed largely to the public. 
When, however, workmen were seen to be over- 
worked, imderpaid, made ill by unsanitary conditions 
in workshops, maimed by improtected machinery, 
dying from industrial diseases, the public conscious- 
ness was aroused. When, thru the latter great inven- 
tions of the telegraph, the railways, the telephone, it 
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became possible for the manufacturers to build up 
great industrial combinations world-wide in their in- 
fluence — ^to pity and sympathy were added fear, and 
the demands became stronger. 

Out of the factory system had grown trade unions, 
whose imited action gave power to their demands ; and 
as the added means of intercourse made possible the 
upbuilding of the industrial combinations, they like- 
wise facilitated the extension of the influence of the 
unions. The improved methods of communication 
also strengthened enormously the power of the press, 
which again with its himian appeal led the public to 
demand reforms. Real wages, as well as money 
wages, should be raised ; the poor should have a larger 
share of the product of industry; the conditions of 
work must be improved ; factories must be made san- 
itary ; the use of machinery must be made safe ; miners 
must be protected against the dangers of their occu- 
pation; the hours of labor, especially of women and 
children, must be lessened ; industrial diseases must be 
combated. In what way could all these evils that were 
now first becoming fully known and rightly appreci- 
ated in all their grim significance, best be remedied? 
Should it be by the action of individual employers act- 
ing independently? Should they still direct their in- 
dustries but under govemniental supervision and con- 
trol? Or should the government itself take over the 
industries and manage them? 

6. Political influence. — Charges were continually 

made also of the corrupting influence of capital upon 
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government. Legislators, it was claimed, members 
of the executive departments, even the com'ts, were 
being corrupted by the great corporations. On the 
other hand, it was alleged by the employers that the 
wage-earners were exerting an influence upon legisla- 
tors which in many cases resulted in class legislation 
to the injury of the public and that, in specific in- 
stances at any rate, by threats of the exercise of their 
political power they were forcing unjust action upon 
even the President of the United States and upon 
Congress. Should the remedy be private negotiation 
or government management ? 

7. Ethical standards of governments and of busi- 
ness men. — Some writers speak of "government" as 
if it were some abstract power for good; as if a law 
forbidding an abuse would of itself end the eVil. But 
after all, governments are composed of men with their 
weaknesses and bad points as well as their good ones, 
and laws do not enforce themselves — ^they are admin- 
istered by men. Moreover, in a democratic govern- 
ment at least, the representatives of the people will 
not rise much, if any, above the level of their constitu- 
ents, either industrially or morally. Long experience 
has shown that most laws which are really funda- 
mental do not come from above down to the peo- 
ple, but are the formulated statements of customs 
that have grown out of the experience of the people, 
or are rules framed in response to the demands of the 
people. Why then should we expect that a business 
managed by a government should diflfer in its essen- 



INFLUENCE OF BUSINESS ETHICS 333 

tial nature from one managed by private individuals, 
except as the motives of the managers might be dif- 
ferent owing to their diflPerent circumstances? It is 
often asserted that these motives do differ, and it is 
on this assumption that the advocates of government 
management make their appeal. 

8. Motives of private and government managers of 
business. — It is asserted that private managers of 
business have commercial profit as their chief motive 
and that all their energies and their business itself are 
directed to increase that profit. On the other hand, 
it is stated that the government has as its chief pur- 
pose service to the public, and that profit scarcely en- 
ters into its business calculations. 

There is some truth in these statements, but both 
should be sharply limited. Long experience has 
shown that business men, especially the most intelli- 
gent and progressive, are influenced by many other 
motives than that of mere profit-making, and also 
that the idea of service cannot be separated from 
that of profit. The business that serves best flour- 
ishes most. Only for a brief period, imtil he is foimd 
out, can a man reap highfer profits than his competi- 
tors without rendering better service. He must give 
better satisfaction or his customers will go elsewhere. 

Again, in his dealings with his employes so much 
is dependent upon workmen's good-will, good healthy 
good faith, that the best employer has the best work- 
men, and in consequence produces the best goods at 
the lowest cost. 



884 BUSINESS AND THE GOVERNMENT 

Nevertheless, there must be a return on capital or a 
private business must cease, whereas the govern- 
ment as a manager of business need make no profit at 
all. Inasmuch as the government is supported by- 
taxation, it may continue business, at a loss, if the 
people so desire. It must not be overlooked, how- 
ever, that the conduct of business at a loss means 
higher rates of taxation and in consequence a redis- 
tribution of wealth by governmental agencies. If 
the government carries my packages at a loss, either 
I, or the railroads, or some of my fellow-citizens must 
make up the deficit. 

But, as the government need not show a profit, 
and as the government manager may wish to please 
those whom he serves, government management some- 
times results in excellent service at great cost to the 
tax-payer. The government issues beautifully 
printed reports at rates that no private publisher could 
afford. The govemmeijt erects magnificent build- 
ings at costs prohibitive for the private company. One 
may even say without fear of successful challenge, 
that the government wastes in many of its activities 
enough to bankrupt any private corporation. Is this 
a quiestion of ethics ? 

9. Public servants and private servants. — Owing to 
the danger of political abuses, the leading countries of 
the world have adopted systems of competitive exam- 
inations to select public servants, and these examina- 
tions are supposed to be binding within strict limits 
upon appointing officers. Many large private estab- 
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lishments give examinations to applicants for posi- 
tions, but many other tests can be made and are made 
besides the technical examination. No one conver- 
sant with business beHeves that any system of strictly 
competitive examinations, binding upon appointing 
officers, can ever be satisfactory in the selection of 
employes. Government civil service examinations 
are simply a lesser evil as compared with political ap- 
pointments. 

Again, owing to the sentiment of a public not well 
versed in the administration of business on a large 
scale, public employes of the lowest grade are usually 
overpaid as compared with those in private business ; 
those of the higher grades in executive positions are 
greatly underpaid. The consequence is that, except- 
ing for comparatively short periods when men from 
patriotic motives give their services for the public 
good, the ablest and most skilful directors of business 
are in private and not in public employ. This in it- 
self is sufficient to determine the greater cost of public 
service, which, it must be remembered, is also borne 
by the public. 

10. Relative costs of production. — Experience, not 
only in our own country but in practically every other 
country, has shown that with rare exceptions, and 
those only in business more or less routine in charac- 
ter, private management produces more cheaply than 
public management. Does this argue higher or lower 
moral qualities of government officials, or is the ques- 
tion irrelevant? 
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It is asserted that government does not need to pay- 
dividends on the capital invested as do private em- 
ployers. But, unless the government rates are suffi- 
cient to cover costs of depreciation at least, the loss 
must be made up in some other way. Moreover, it 
has already been shown that our Post Office Depart- 
ment has no system of cost accounting. The same 
statement is true with reference to practically every 
department of the government, and example after 
example may be given of unnecessary duplication of 
work and of the grossest business mismanagement on 
the part of many departments; it could not well be 
otherwise. The experience is practically world-wide. 

Much has been said about the marvelous organiza- 
tion of the German government and of its industrial 
work. Its railroads are pointed out as a shining ex- 
ample of the success of that plan, but its rates are 
much higher than those in the United States and there 
is no evidence to show that their costs, under similar 
conditions, are equally low. What is the moral 
argument of these unquestionable facts? 

11. Business men lead in wise government regular 
tion of bimness. — ^For the protection of the upright 
business man as well as of the public it is desirable in 
very many instances that laws be passed which shall 
prevent imscrupulous actions of dishonest business 
men. The lead in seeming such legislation has often, 
perhaps has usually, been taken by business men 
themselves. Illustrations are numerous. Some oif 
the strongest supporters of the Pure Food and Drugs 
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Act have been well-intentioned manufacturers glad to 
discard the old methods. Some of the most ardent 
supporters of the laws forbidding discriminations in 
freight rates were shippers who had themselves re- 
ceived rebates. Misbrandings, false use of trade- 
marks, false labels, have been most bitterly op- 
posed by business men themselves as piracy prac- 
tised upon the legitimate manufacturer. In the 
United States both state and Federal laws have been 
passed as a result of the acts of business men. 

12. Illustrations of business honor. — In the jew- 
elry trade the manufacturers were in advance of the 
law; the National Jewelers Board of Trade by urg- 
ing good legislation, initiating prosecutions and se- 
curing convictions of violators of the law. This 
Board has a Welfare Conmiittee, which posts dealers 
regarding what constitutes fraud, false weight and 
misrepresentation, and which takes an active part in 
protecting purchasers as well as dealers. 

In the silk trade, at the National Silk Convention, 
leading manufacturers pointed out trade abuses and 
asserted that the manufacturers should cooperate with 
the government in every way possible to protect the 
public against misrepresentation and fraud, urging 
that the trade itself should offer and promote legisla- 
tion of a constructive character. 

In the advertising field more progress has been 
made, perhaps, than in almost any other. It does not 
take a long memory to recall the exaggerated adver- 
tisements of a few years ago, when practically every 
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one refused to believe the assertions made in the ad- 
vertisements even of reputable firms. That day has 
gone by. Newspapers refuse to receive objection- 
able medical advertisements; patent medicine adver- 
tisements are closely scanned. With the full sup- 
port of the public, including the business men, legis- 
lation has authorized the Post Office Department to 
refuse to carry letters advertising "get-rich-quick" 
schemes that are fraudulent in their nature ; and the 
Department officials have been most active in prose- 
cuting promoters of such frauds. Many people fail 
to realize that even within the last four or five years 
sums of considerably more than one hundred million 
dollars a year have been taken from the public by 
fraudulent methods. 

The Associated Advertising Clubs of the World 
have been leaders in the suppression of fraudulent ad- 
vertising and in punishing the merchant who makes 
false statements regarding his merchandise, as to either 
quality or origin, and in demanding likewise that 
those using short measures or vt^eights be punished. 
Illustrations have been given of the need of a uni- 
versal knowledge of accurate weights and measures, 
but of late years the most active steps taken for the 
suppression of short-weighing have been those taken 
by the honest business men themselves. It is they 
who have taken the lead in securing evidence and 
prosecuting offenders. 

The National Credit Men's Association, with other 
like bodies, has drafted and aided the passing of laws 
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protecting wholesalers against dealers who make false 
statements to obtain credit, or who by fraudulent 
bankruptcies or other dishonest means attempt to de- 
fraud those from whom they purchased their goods. 
Still other abuses, such as promising deliveries and 
not keeping the promises; delivering goods not ac- 
cording to sample ; canceling orders without sufficient 
reason; misrepresenting goods; returning goods after 
contracts have been made, and other abuses are being 
rapidly suppressed by the action of the business men 
themselves. It is they who are promoting the best 
legislation. 

One might continue with illustrations showing how 
the New York Stock Exchange has been active in 
suppressing the bucket shops, both directly and by 
promoting legislation, and how, within the Exchange 
itself, the Board of Governors has been more success- 
ful in stopping and preventing abuses than any legis- 
lation has been. 

The earlier abuses growing out of the wild-cat bankr 
ing schemes of the thirties and forties have been sup- 
pressed and their recurrence prevented, more by the 
concerted action of the bankers who wish to do a rep- 
utable business than by any legislation except the Na- 
tional Banking Act, which was passed at the time of 
the Civil War, primarily to enable the coimtry to sell ' 
its bonds and maintain its finances for the struggle. 
The Act incidentally checked many of the banking 
abuses by making it impossible for state banks to 
issue circulating notes. But it is the bankers them- 
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selves and their associations that have done most to 
elevate banking standards. 

If these facts are kept in mind, does it not appear 
clear that the recent standards of business ethics 
among business men have been most effective in im- 
proving business methods, as much so as legislation 
springing independently from those who felt that they 
had suffered from dishonest or unjust business abuses? 
The two forces have worked together. 

13. The goal of business. — ^What is now and what is 
to be the goal of business? Is it for the employers 
merely high profits quickly gained? Is it for the 
workers wages crowded to the highest notch with 
deliberate restriction of output and hostility to the 
employer? Is it training and personal development 
on the part of both employer and employe with the 
thought that, as the individual develops, his gains of 
all kinds, financial, mental and moral, will be in- 
creased? Is it personal enjoyment? And if so, is 
it the enjojnment that comes primarily from spending 
money on luxuries and sports and pleasures? Or is 
it the deeper and sounder enjoyment that comes from 
the consciousness of trained ability well and worthily 
used? Is it service which may be rendered to one's 
friends and relatives from the good wages one gets, or 
which may come from good business well done? Is 
it the service that may be rendered to the community 
which, as experience has shown, likewise results in the 
best service to the business man, whether employer or 
employe? 
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As one glances back over the changes in business 
conditions that have taken place in the United States 
since the organization of our government, and espe- 
cially since the Civil War, it is most cheering to see 
the manner in which not only the great masses of 
the consuming public, but also the business men 
themselves, have been steadily moving on from one 
ideal to another still nobler, with the thought of higher 
training and of a better community service contin- 
ually becoming stronger. 

On the business man's ethical ideals will depend his 
profits, his personality, his social relations and the ben- 
efit of the community. The urgent demand for gov- 
ernment ownership and management has been sin- 
cere and earnest on the part of many people, because 
they have distrusted the motives of the business men. 
The results of experience as well as sound psycho- 
logical business principles make it clear that better 
than government management is private manage- 
ment of business, so long as the business men live up 
to their higher ideals. Fortunate it is that the prog- 
ress of the last few decades shows ethical stand- 
ards of business men in all pursuits are steadily 
rising. 

In the final analysis, the highest interests of the 
business man and the interests of the community are 
not opposed but in harmony. When this fact is 
clearly recognized and consistently made a basis of 
action the government will become the helpful aid of 
both the business man and the commimity, but of 
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neither business man nor community will it be the 
dominating master. 

REVIEW 

What are instances of practices in business in our early history 
which would be considered immoral today ? 

What was the influence of the Civil War on the moral stand- 
ards of the American people ? 

What are the chief causes of the demand for government man- 
agement of business ? 

Give some instances of abuses in the capitalization of indus- 
tries. 

Give some instances of abuses in dealings with wage-earners. 

Give some instances of a wrong use of their power by trade 
unions. 

How do the ethical standards of business men compare with 
those of government officials? 

In what respects are business men more advantageously sit- 
uated than government officials to put into effect better busi- 
ness standards.^ 

What is the plan of the Socialists for improving ethical busi- 
ness standards? 

What are the weak points in this plan ? The strong points ? 

What reasons have you for thinking that the ethical standards 
of business men are steadily improving? 

Are these improvements due to the fact that business thereby 
becomes more profitable^ or to the fact that public opinion de- 
mands them? 

Consider the effect of the business man's ethical ideals on his 
profits^ his personal character^ his social relations^ the com- 
munity. 
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